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CLEARINGHOUSE 

The  Honorable  James  B.  Hunt,  Jr. 

Governor  of  North  Carolina 
Members  of  the  General  Assembly 
The  People  of  North  Carolina 

Sir,  Ladies  and  Gentlemen: 

In  keeping  with  past  practice  and  the  requirements  of  law,  this  annual  report  of  the  Treasurer 
provides  a full  array  of  quantitative  data  and  explanatory  comments  on  the  operations  and  respon- 
sibilities of  the  Department  of  State  Treasurer. 

These  activities  could  not  have  been  accomplished  without  the  dedication  of  the  many  men  and 
women  we  are  proud  to  call  colleagues.  Obviously,  we  appreciate  what  they  do  to  benefit  the  seven 
million  residents  of  our  State. 
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North  Carolina  is  where  good  government  is  indeed  a habit  — and  it  is  this  cherished,  honored 
and  proud  tradition  that  must  be  preserved  and  maintained  for  future  generations.  The  unfortunate 
presumption,  for  example,  is  that  the  job  of  State  Treasurer  is  self-fulfilling  — so  long  as  we  main- 
tain the  State’s  “Triple-A”  credit  rating;  so  long  as  the  State’s  $37  billion  trust  funds  are  actively  and 
prudently  invested  and  managed;  and,  so  long  as  the  retirement  funds  belonging  to  North  Carolina’s 
public  employees  are  protected  and  preserved  as  required  by  the  State  constitution.  When  viewed 
from  the  expectations  of  the  people,  the  job  is  not  self-fulfilling  — and  the  tasks  do  indeed  require 
diligent  and  active  management.  Fortunately,  North  Carolina  is  results  oriented  — and  the  results 
do  make  a difference;  because,  it  is  North  Carolina’s  people  who  are  ultimately  served  and  rewarded. 

As  in  years  past,  we  promise  our  unrelenting  efforts  to  work  for  the  best  interests  of  the  people. 


Sincerely, 


Harlan  E.  Boyles 
State  Treasurer 


The  Department  of  State  Treasurer  includes  Local  Government  Commission,  Teachers’  and  State  Employees’  Retirement  System,  Local  Governmental  Employees’  Retirement 

System,  Public  Employees’  Social  Security  Agency,  Legislative  Retirement  Fund,  Escheats  Fund,  and  Tax  Review  Board. 
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IN  PERSPECTIVE 


The  public’s  business  is  always  an  open  is- 
sue. Thus,  it  is  in  this  context  that  we  have  come 
to  use  this  portion  of  the  State  Treasurer’s  an- 
nual report  to  address  a few  philosophical  issues 
which  we  feel  are  worthy  of  public  attention  and 
discussion.  The  issues  raised  are  from  the  per- 
spective of  the  State  Treasurer  as  an  ex-officio 


member  of  numerous  State  boards  and  commis- 
sions; one  who  is  in  a unique  position  not  only  to 
see  issues  internal  to  government  management 
and  finance,  but  also  to  observe  the  close  interre- 
lationship between  public  sector  management 
and  private  sector  actions.  The  objective  is  to 
speak  with  constructive  purpose. 


The  Purpose  of  State  Government 


Within  the  bounds  of  the  Constitution  of 
North  Carolina,  the  role  and  purpose  of  State 
government  is  determined  by  the  General  As- 
sembly — by  men  and  women  elected  to  repre- 
sent those  who  pay  taxes  and  those  who  may 
benefit  from  State  services.  The  Assembly’s 
adoption  of  the  biennial  budget  gives  meaning  to 
the  programs  and  services  provided  to  the  peo- 
ple. The  State  budget  does  two  other  things:  it 
identifies  the  resources  to  be  collected,  in  the 
form  of  taxes  and  fees,  and  it  sets  the  maximum 
expenditures  authorized  for  the  departments 
and  agencies  of  State  government.  Under  the 
Constitution,  the  expenditures  authorized  can- 
not exceed  the  projected  resources. 

In  North  Carolina,  State  government  is  the 
people’s  business.  It  must  be  actively  managed, 


and  it  must  be  given  leadership  and  direction  to 
remain  accountable  and  responsive  to  its  stated 
mission.  The  people  get  the  kind  of  government 
they  are  willing  to  accept. 

The  discussions  that  follow  reflect  the  inter- 
dependence of  the  people  to  be  served  and  our 
State  government,  and  how  their  respective  ac- 
tivities are  interactive  — whether  it  is  through 
shared  leadership,  the  exchange  of  operational 
techniques  in  management,  or  in  the  use  of  pri- 
vate sector  markets  to  strengthen  the  State’s 
financial  position.  Many  of  the  challenges  facing 
the  people  of  North  Carolina  today  are  also  re- 
flected in  the  issues  confronting  our  State  gov- 
ernment and  its  management.  Change  is 
inevitable. 


The  State’s  role  as  intermediary  for  the  “public”  in  “public  policy”.  . . 


The  Power  of  Taxation  — For  Public  Purpose  Only 


The  State  of  North  Carolina  may  engage 
only  in  activities  which  serve  a public  purpose. 
This  limitation  is  embedded  in  the  State’s  Con- 
stitution and  the  restriction  concerns  what  is 
appropriate  for  government  to  do,  rather  than 
simply  for  what  purposes  government  may  levy 
taxes. 

The  public  purpose  question  arises,  of 
course,  when  the  General  Assembly  proposes  to 
expend  public  moneys  for  an  activity  which 
serves  only  a private  purpose,  or  when  the  per- 
formance of  an  activity  is  delegated  to  a private 
agency.  The  theory  is  that  certain  activities  are 
reserved  for  the  private  sector  of  our  society  and 
it  is  inappropriate  for  government  to  engage  in 
those  activities.  Obviously,  certain  expenditures 
fail  the  public  purpose  test  when  the  benefit  they 
bring  to  particular  persons  or  agencies  signifi- 


cantly outweighs  any  benefit  to  the  public  at 
large. 

The  General  Assembly  has  the  initial  re- 
sponsibility for  determining  what  is  and  what  is 
not  a public  purpose;  but,  when  contested  as  an 
enactment  which  is  deemed  not  for  a public  pur- 
pose, and  therefore  unconstitutional,  it  is  the 
duty  of  the  court  to  overturn  the  policy. 

Only  seldom  does  an  expenditure  that  the 
General  Assembly  wishes  to  make  present  any 
problem.  On  rare  occasions,  however,  a legiti- 
mate question  may  arise.  Since  we  are  in  an  era 
of  expanding  governmental  responsibility,  the 
General  Assembly  is  under  constant  pressure  to 
initiate  new  and  expanded  programs.  Invariably, 
some  of  these  new  programs  raise  serious  ques- 
tions about  whether  they  serve  a public  purpose. 
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The  biennial  budgets  of  State  government 
have  increased  significantly  and  dramatically 
over  the  last  three  decades  — roughly  from  $1 
billion  in  1959-1961  to  almost  $39  billion  in 
1995-1997.  New  and  expanded  services  as  well 
as  new  tax  initiatives  for  new  undertakings, 
have  contributed  heavily  to  this  increase.  How- 
ever, and  unfortunately,  the  make-up  and  the 
format  of  the  budget  document  does  not  lend 
itself  to  an  easy  and  credible  analysis  of  the  ex- 
panded programs.  It  is  only  when  you  look  be- 
yond the  expenditure  authorization  and  into  the 
program  function  that  you  get  a feeling  for  the 
nature  and  appropriateness  of  the  expenditure. 
A budget  line  item  for  salaries,  for  example,  does 
little  to  enlighten  the  taxpayer  as  to  the  nature 

Thinking  aloud  . . . 

It’s  Time  f 


of  the  employee’s  assignment  or  duties.  The  gen- 
eral public  can  only  assume  the  General  As- 
sembly has  stayed  within  the  limitations 
prescribed  by  the  Constitution. 

What  the  General  Assembly  owes  to  its 
membership  and  to  the  people  is  clear  evidence 
that  the  power  of  taxation  is  being  exercised  “for 
public  purposes  only.”  We  repeat  our  call  for  a 
modification  of  the  State’s  budget  documents  to 
reflect  more  clearly  the  program  purposes  and 
goals  of  the  respective  departments  and  agencies 
of  State  government. 

The  role  and  purpose  of  State  government  is 
to  serve  the  public  at  large.  That  is  the  essence 
of  democracy  — to  give  priority  to  the  needs  and 
wishes  of  the  people. 

a Change 


It  is  all  too  frequent  that  candidates  for 
elective  offices  base  their  campaign  strategies  on 
the  timeworn  slogan  that  “it’s  time  for  a change;” 
this  being  the  major  platform  upon  which  they 
stand,  gives  the  clear  impression  that  a blanket 
indictment  will  serve  as  evidence  that  the  cur- 
rent officeholder  has  been  derelict  in  his  or  her 
fiduciary  duties.  The  inevitable  result  is  that 
empty  promises  from  an  aspiring  candidate  may 
well  exceed  the  value  of  on-the-job  performance, 
particularly  when  we  understand  that  the  aspir- 
ing candidate  has  nothing  to  lose  by  making 


whatever  promise  it  takes  to  persuade  the  un- 
suspecting public.  The  situation  becomes  even 
more  confusing  and  complex  when  we  factor  into 
the  equation  the  involvement  of  the  special  in- 
terests — those  who  hope  to  benefit  monetarily 
or  service  wise.  Added  to  this  is  the  fact  that 
elective  offices  are  rapidly  becoming  susceptible 
to  being  bought  and  sold.  Thus,  the  argument 
that  “it’s  time  for  a change”  may  well  turn  out  to 
favor  the  interests  of  the  aspiring  candidate,  and 
his  or  her  cronies,  far  more  than  the  voting  pub- 
lic. 


For  the  sake  of  the  people  . . . 

Campaign  Finance  Reform?  It’s  Past  Time 


Since  we  are  talking  about  “it’s  time  for  a 
change,”  it’s  long  past  time  for  meaningful  cam- 
paign finance  reform  — but,  absent  substantive 
action  by  the  General  Assembly,  significant  re- 
form can  be  accomplished  without  waiting  for 
the  technical  and  enabling  laws  to  be  enacted.  It 
only  requires  voter  action  and  voter  discipline. 
Here  are  the  basic  measures: 

• Develop  a series  of  questionnaires  that 
each  candidate  is  asked  to  publicly  an- 
swer and  embrace,  else  the  candidate 
will  be  singled  out  as  “unresponsive  and 
uncooperative”; 

• Enlist  the  participation  and  support  of 
the  news  media,  giving  credence  to  the 
workability  of  the  questionnaire  process; 


• Secure  a series  of  behavioral  pledges 
from  the  candidates  regarding  campaign 
finance;  and, 

— require  disclosure  of  the  campaign 
contributor’s  employment  and/or 
business  affiliation,  as  presently  re- 
quired of  congressional  candidates; 

— require  the  filing  of  monthly  disclo- 
sure reports  of  contributions  and  ex- 
penditures, using  the  format 
prescribed  by  the  State  Board  of 
Elections; 

— seek  to  limit  personal  and  family 
contributions  to  amounts  prescribed 
by  law  for  contributions  from  unre- 
lated contributors;  and, 
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— Seek  to  submit  for  prior  approval  all 
political  advertisements  which  refer- 
ence the  candidate’s  opponent.  Enlist 
a panel  of  civic  minded  but  unaffili- 
ated volunteers  to  serve  as 
“reviewers.” 

The  success  of  these  suggested  reform  meas- 
ures will  depend  upon  the  comprehensiveness 


and  adequacy  of  the  candidates’  questionnaires. 
A “Citizens’  Panel”  to  design  the  questionnaire 
and  critique  the  candidates’  answers  can  be  cho- 
sen by  a panel  of  former  officeholders  having 
held  the  offices  for  which  the  affected  candidates 
have  filed.  Different  questionnaires  would  be 
needed  for  State,  local  and  legislative  candi- 
dates. 


The  wanna-be  officeholder,  some  with  ulterior  motives.  . . 


The  Self-Appointed  Candidate 


What  has  happened  to  the  days  when  candi- 
dates for  elective  office  became  candidates  at  the 
request  and  urging  of  others,  representing  the 
citizenry,  rather  than  someone  on  an  ego  trip  of 
their  own  — oftentimes  someone  with  obvious, 
self-serving  motives?  How  often  do  we  see  indi- 
viduals file  for  an  elective  office  who  would  not 
be  considered  “natural  and  logical”  candidates 
for  the  offices  they  seek?  Why  would  they  seek 
the  office  in  the  first  place?  Do  they  have  a pub- 
lic service  record?  By  chance,  suppose  they  were 
successful?  How  is  the  voter  to  evaluate  their 
candidacy? 

Education  is  critical  to  quality  performance  . . . 


With  the  growth  and  complexity  of  govern- 
ment — and  its  tendency  to  dominate  our  daily 
lives  as  well  as  our  freedom  to  choose  how  we 
spend  our  money  — the  ability  to  manage  the 
resources  and  duties  associated  with  public  office 
cannot  be  taken  for  granted.  By  no  stretch  of  the 
imagination  are  the  duties  of  a ceremonial  na- 
ture. 

It’s  simply  time  for  the  voters  to  retake  and 
reclaim  ownership  of  the  public  office  — and  not 
leave  the  choice  to  the  personal  whims  of  the 
aspiring  candidate. 


Classroom  Training 

The  Institute  of  Government,  located  on  the 
University  campus  in  Chapel  Hill,  has  a long 
and  fabulous  history  of  training  the  elected  offi- 
cials of  local  government.  This  classroom  train- 
ing serves  many  purposes,  chief  of  which  is  to 
provide  a thorough  understanding  of  the  duties 
of  the  local  officials  as  well  as  emphasizing  the 
officeholder’s  overriding  responsibility  to  the 
people  to  be  served. 

It’s  only  logical  to  suggest  that  this  class- 
room training  be  extended  to  the  candidates  for 
statewide  office.  The  only  difference  proposed  is 
to  provide  the  training,  and  require  the  Insti- 

A public  office  is  indeed  a public  trust . . . 

The  State  Treasurer 

The  Office  of  State  Treasurer  serves  an  im- 
portant, and  critical,  role  in  the  system  of  checks 
and  balances  in  the  fiscal  affairs  of  State  gov- 
ernment. The  four  offices  of  Governor, 


For  The  Officeholder 

tute’s  certificate  of  completion,  before  the  elec- 
tion. 

It’s  illogical,  we  think,  to  require  less  of  the 
public  official  than  the  business  world  requires 
of  its  own  executives.  The  only  way  to  avoid 
“misfits”  in  public  office  — and  to  overcome  the 
susceptibility  of  public  offices  being  “bought  and 
sold”  — is  to  establish  criteria  and  educational 
standards  for  the  aspiring  officeholder,  to  enable 
the  voting  public  to  evaluate  the  candidates,  just 
as  an  employer  evaluates  a prospective  em- 
ployee. 


The  People’s  Trustee 

Treasurer,  Controller,  and  Auditor  have  sepa- 
rate and  distinct  oversight  functions,  and  each 
office  serves  as  a check  on  the  stewardship  and 
accountability  of  the  others.  Their  independence 
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dispels  any  prospect  of  the  officeholders’  having 
“absolute  power.”  It’s  the  people’s  money  and 
their  personal  resources  which  are  at  stake. 

The  duties  of  the  State  Treasurer  can  have  a 
devastating  impact  upon  the  economic  well- 
being of  every  resident  of  North  Carolina.  Here 
is  why: 

• The  investment  assets  under  the  State 
Treasurer’s  management  now  equal 
some  $37  billion  and,  growing  at  a rate 
of  over  $13  million  each  working  day,  are 
expected  to  reach  $50  billion  (book  value) 
by  the  year  2000;  and, 

• The  North  Carolina  retirement  systems 
for  teachers  and  other  State  and  local 
government  employees  now  have  an  ac- 
tive and  retired  membership  of  almost 
500,000  people  who  look  to  the  State 
Treasurer  for  the  prudent  and  responsi- 
ble management  of  their  entrusted 
funds,  so  that  upon  retirement  the 
promised  benefits  will  be  available  and 
forthcoming;  and, 

• The  State’s  “Triple-A”  credit  rating  and 
the  State  Treasurer’s  assigned  debt 
management  responsibilities,  which  in- 
volve more  than  $20  billion  owed  by  the 
State  and  the  counties  and  cities  of 
North  Carolina,  require  constant  vigi- 
lance and  an  aggressive  oversight  strat- 
egy, so  that  the  borrower’s  ability  to 
repay  is  guarded  and  forever  main- 


tained. It  is  not  by  accident  that  some 
25%  of  the  nation’s  units  of  state  and  lo- 
cal governments  with  the  “Triple-A” 
credit  rating  are  located  in  North  Caro- 
lina; and, 

• In  addition  to  the  regular  duties  of  the 
State  Treasurer,  the  Treasurer  serves  on 
more  State  boards  and  commissions  than 
any  other  elected  State  officer.  Exam- 
ples: the  Council  of  State,  the  State 
Board  of  Education,  the  Board  of  Com- 
munity Colleges  and  the  North  Carolina 
Global  TransPark  Authority  and  Foun- 
dation. Also  the  Treasurer  serves  as 
Chairman  and  presiding  officer  of  the 
Local  Government  Commission,  the 
State  Banking  Commission,  the  Tax  Re- 
view Board,  the  Teachers’  and  State 
Employees’  Retirement  System,  the  Lo- 
cal Governmental  Employees’  Retire- 
ment System,  the  North  Carolina 
Firemen’s  and  Rescue  Squad  Workers’ 
Pension  Fund,  the  North  Carolina  Edu- 
cational Facilities  Finance  Agency,  and 
numerous  other  financing  and  economic 
development  agencies  of  State  govern- 
ment. 

The  duties  are  not  part-time  or  ceremonial. 
They  require  prudence,  dedication,  technical 
knowledge  and  an  overriding  and  unrelenting 
commitment  to  serve  the  interests  of  the  people. 


It’s  the  law  . . . 

The  Rules  For  The  State  Treasurer 
In  Managing  The  People’s  Money 


For  business  people  using  their  own  capital, 
there  are  few  restrictions  about  investing  in  se- 
curities offering  higher-than-market  returns, 
such  as  options,  derivatives  and  venture  capital 
partnerships.  The  results  can  be  exciting  and 
highly  rewarding,  when  successful.  On  the  other 
hand,  the  State  Treasurer,  as  trustee  of  the 
people’s  money,  must  be  obedient  to  State  law  — 
and  mindful  of  the  consequences  of  investing  the 
pension  funds  of  public  employees  in  readily  rec- 
ognized high-risk  securities.  The  Treasurer’s 
steadfast  commitment  to  invest  the  people’s 
money  in  market-suitable  and  “risk-tolerant” 
securities  is  dictated  by  the  nature  of  the  funds 
to  be  invested,  as  well  as  the  long  history  of  the 
General  Assembly  to  support  restrictive  statu- 


tory provisions.  In  today’s  financial  environ- 
ment, risk  control  and  safety  of  principal  are  key 
ingredients  to  the  people’s  confidence  and  fi- 
nancial security. 

All  funds  currently  administered  by  the 
State  Treasurer  are  held  in  special  trust  ac- 
counts for  dollar-specific  purposes.  Credit 
soundness  and  portfolio  diversification  are  criti- 
cally important.  The  Treasurer’s  investment 
management  practices  in  past  years  have 
brought  national  acclaim  “as  among  the  few 
public-sector  domains  that  has  not  taken  undue 
risks  and  is  not  swimming  in  red  ink.”  Specifi- 
cally, the  Treasurer’s  Cash  Management  Pro- 
gram, which  includes  General  and  Highway 
Funds,  totaled  some  $7.6  billion  (book  value)  at 
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June  30,  1996.  Net  income  generated  was  $475.4 
million  for  a net  realized  (cash)  return  of  6.59%. 
The  Treasurer’s  Trust  Funds  Investment  Pro- 
gram represents  some  $30.0  billion  (book  value), 
generating  net  income  of  $2.6  billion,  and  yield- 
ing a net  realized  (cash)  return  of  9.53%.  The 
market  value  of  all  assets  under  management 
now  exceeds  $43  billion,  having  doubled  during 
the  last  five  years. 

While  the  Treasurer  emphasizes  safety,  li- 
quidity, and  yield  (in  that  order),  the  objective  is 
to  transact  all  business  openly  and  competitively 
and  in  the  best  interest  of  the  beneficial  owners 
of  the  funds  under  management.  Obviously, 
business  is  done  with  North  Carolina  institu- 
tions or  with  institutions  having  an  office  in  this 
State  when  it  can  be  transacted  at  no  disadvan- 
tage to  the  beneficial  interests  of  the  people. 
Some  $7.9  billion,  or  39%  of  the  total  assets  ex- 
cluding U.S.  Treasury  securities,  are  invested  in 
companies  doing  business  in  North  Carolina. 

The  commitment  continues.  . . 


Approximately  $193  million  are  invested  in  Gov- 
ernment National  Mortgage  Association  (GNMA) 
securities  serviced  by  North  Carolina  based 
providers.  Eight  equity,  three  real  estate,  and 
five  venture  capital  managers  utilized  are  head- 
quartered or  have  an  office  in  North  Carolina, 
managing  some  $3.7  billion.  The  Treasurer’s  es- 
tablished record  of  “controlled  risk”  (in  risk- 
averse  securities)  with  “market  performance,” 
exemplifies  successful,  prudent,  and  responsible 
investment  management. 

To  serve  the  people  wisely  and  well  . . . that’s 
the  goal  of  any  progressive-minded  public  offi- 
cial. Handling  the  State’s  money  is  deserving  of 
devoted  attention.  Stretching  tax  dollars 
through  effective  cash  management  is  a worthy 
objective  — since  every  dollar  the  State  gains  by 
enhanced  performance  is  a dollar  that  does  not 
need  to  be  extracted  from  the  taxpayer  or  bor- 
rowed in  the  financial  markets. 


Perseverance  and  Progress 


North  Carolina  has  enjoyed  a long  history  of 
responsive  and  progressive  State  government. 
Private  sector  employment  continues  to  expand; 
personal  income  is  up  dramatically;  and,  unem- 
ployment is  significantly  under  the  national  av- 
erage. We  have  an  outstanding  system  of  higher 
education,  public  and  private.  Our  public  schools 
are  responding  to  changes  for  improvement. 
Many  of  these  accomplishments  are  due  to  a re- 
sponsible and  progressive  State  government  and 
a strong  and  healthy  economy,  backed  and  sup- 
ported by  private  sector  leaders  who  continue  to 
express  confidence  in  the  State’s  business- 
friendly  environment. 

North  Carolina’s  legacy  of  leadership  has 
provided  us  the  quality  of  life  and  the  quality  of 
government  we  want  and  cherish  — but,  we 


can’t  become  complacent  because  our  neighbor- 
ing states  to  the  south,  north  and  west  are 
making  impressive  strides  in  education,  in  eco- 
nomic development  and  in  those  qualities  of  ex- 
cellence we  sometimes  take  for  granted. 
However,  like  every  successful  business  enter- 
prise, State  government  is  about  people  — peo- 
ple from  all  walks  of  life,  with  a variety  of  wants 
and  needs.  It  is  especially  important,  therefore, 
that  the  Office  of  State  Treasurer  remain  above 
the  influence  of  personal  or  partisan  politics,  as 
it  has  done  for  so  many  years. 

The  State  Treasurer  is  the  trustee  of  the 
people’s  money  — not  the  benefactor  of  the  pub- 
lic purse  or  empowered  to  act  independent  of  the 
General  Assembly. 
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Investment  and  Banking  Division 


The  Investment  and  Banking  Division’s 
functions  can  be  categorized  into  two  major  ar- 
eas of  responsibility: 

1.  Serving  as  the  “State’s  Banker.” 

2.  Serving  as  the  “State’s  Chief  Investment 
Officer.” 

The  Division  is  organized  into  two  sections 
in  order  to  carry  out  these  constitutional  and 
statutory  functions.  They  are  the  “Banking  Op- 
erations Section”  and  the  “Investment  Manage- 
ment Section.”  Organizationally,  this  enables 
the  Division  to  perform  in  an  effective  and  effi- 
cient manner. 


C.  Douglas  Chappell 
Director 


Banking 

Operations 

Section 


I 

Investment 

Management 

Section 


Operational  Highlights 


• Assets  under  management  at  June  30, 
1996,  amounted  to  $37.2  billion  (book 
value),  having  increased  at  the  rate  of 
$13.1  million  per  work  day,  $12.2  million 
of  which  was  investment  income. 

• Earnings  for  the  Cash  Management 
Program  totaled  $475.4  million  generat- 
ing a net  realized  return  of  6.59%. 

• Earnings  for  the  Trust  Funds  Invest- 
ment Program  exceeded  $2.6  billion 
producing  a net  realized  return  of 
9.53%. 

• Assets  of  the  retirement  trust  funds 
were  approximately  $29.1  billion  at 
June  30,  1996,  having  produced  a net 
realized  return  of  9.56%. 

• Investment  earnings  for  the  retirement 
funds  are  now  more  than  one  and  one- 
half  times  the  combined  contributions 
of  the  sponsoring  employers  and  the 
participating  employees. 

• At  June  30,  1996,  the  Long-term  Invest- 
ment Fund  (fixed-income  securities) 
had  net  assets  of  $20.3  billion  and  gen- 
erated net  income  of  $1.7  billion,  for  an 
8.96%  net  realized  return. 


• The  Equity  Investment  Fund  produced 
net  realized  returns  of  10.91%  for  the 
fiscal  year,  while  generating  a total  re- 
turn of  15.95%  during  the  trailing  36 
months. 

• The  value  of  securities  pledged  to  the 
State  Treasurer  to  secure  public  depos- 
its in  North  Carolina  financial  institu- 
tions totaled  over  $2.3  billion. 

• Over  230,000  bank  deposits,  made  by 
750  depositing  agency  locations  across 
the  State,  were  processed  and  ac- 
counted for. 

• Some  21.6  million  State  warrants  were 
cleared  (processed)  during  the  year. 

• Some  3 million  disbursements  or  12%  of 
all  disbursements  were  made  by  elec- 
tronic funds  transfer  (EFT). 

• Over  $2.75  billion  in  pay/benefits  were 
paid  to  State  employees  and  retirees 
through  “direct  deposit.”  This  is  84%  of 
all  eligible  recipients. 

• $2.3  billion  in  payments  were  made 
electronically  to  local  governmental 
units. 
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Positive  North  Carolina  Implications 


Operating  Policy  — In  the  investment  of 
public  moneys,  the  objective  of  the  State  Treas- 
urer is  to  transact  business  in  the  best  interest 
of  the  beneficial  owners  of  the  trust  funds.  Some 
of  the  business  is  naturally  done  within  the 
State  of  North  Carolina  when  there  is  no  disad- 
vantage to  the  Cash  Management  or  the  Trust 
Funds  Investment  Programs. 

The  Constitution  holds  inviolate  the  funds  of 
the  Teachers’  and  State  Employees’  Retirement 
System  and  the  Local  Governmental  Employees’ 
Retirement  System  [Article  V,  Section  6(2)].  It 
states  that  such  funds  may  not  be  used  “for  any 
purpose  other  than  retirement  system  benefits 
and  purposes,  administrative  expenses,  and  re- 
funds.” It  further  states  that  such  funds  “shall 
not  be  applied,  diverted,  loaned  to  or  used  by  the 
State,  any  State  agency,  State  officer,  public  offi- 
cer or  public  employee.” 

• When  we  participate  as  a buyer  in  an  un- 
derwriting of  securities,  purchases  are  allo- 
cated to  include  the  known  in-state 
participating  underwriters  with  which  we  do 
business. 

• $7.9  billion,  or  some  39%,  of  the  total  assets 
(based  on  book  value),  excluding  U.S. 
Treasury  securities,  (notwithstanding  the 
tremendous  impact  of  the  federal  govern- 
ment) are  invested  in  companies  headquar- 
tered or  doing  business  in  North  Carolina. 

• Long-term  fixed  income  investments  with  a 
North  Carolina  impact  (excluding  U.S. 


Treasury  and  Agency  securities)  total  almost 
$4.0  billion. 

• Approximately  $193  million  of  the  North 
Carolina  Retirement  Systems’  assets  are  in- 
vested in  Government  National  Mortgage 
Association  (GNMA)  securities  that  are 
serviced  by  North  Carolina  based  servicers. 

• The  Equity  Investment  Fund  has  $3.8  billion 
invested  in  companies  headquartered  in 
North  Carolina  or  having  operations  within 
the  State. 

• Some  $336  million  are  invested  in  equity 
funds  which  focuses  on  smaller  growth  com- 
panies in  the  southeastern  states.  Many  of 
them  do  business  in  North  Carolina. 

• Eight  of  our  ten  equity  advisors/managers 
are  located  in  North  Carolina,  managing  ap- 
proximately $3.6  billion  in  assets. 

• Investment  transactions  were  conducted 
with  54  brokers/dealers,  19  of  them  with  of- 
fices in  North  Carolina. 

• Three  of  our  real  estate  managers  are  lo- 
cated in  North  Carolina,  managing  approxi- 
mately $78  million  in  assets. 

• Five  of  our  eight  venture  capital  managers 
are  headquartered  or  have  an  office  in  North 
Carolina.  These  firms  manage  33%  of  the 
Venture  Capital  Investment  Fund. 

• More  than  900  deposits  are  made  each  work 
day  to  750  different  branches  of  various 
North  Carolina  financial  institutions  located 
from  Manteo  to  Murphy  . 


Banking  Operations 

Serving  as  the  State’s  Banker 


The  General  Assembly  of  North  Carolina  has 
authorized  a centralized  system  for  managing 
the  flow  of  moneys  collected  and  disbursed  by  all 
State  departments,  agencies,  institutions,  and 
universities  (entities).  Rather  than  each  of  these 
entities  having  an  account  with  a commercial 
bank,  they  maintain  accounts  with  the  State 
Treasurer.  The  State  Treasurer  in  turn  provides 


each  entity  the  same  service  that  a commercial 
bank  would  normally  provide.  This  system  as- 
sures that  the  State  is  the  prime  beneficiary  of 
the  flow  of  its  funds  through  the  commercial 
banking  system  in  the  course  of  conducting  State 
business.  This  banking  function  is  provided 
through  the  Division’s  Banking  Operations 
Section. 
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Receiving  State  Moneys 


All  revenues  collected  by  a State  entity  on 
behalf  of  the  State  must  be  deposited  with  the 
State  Treasurer’s  Office  for  credit  to  the  entity’s 
budget  code  account.  For  most  entities  located  in 
Raleigh,  deposits  are  made  directly  with  the  In- 
vestment and  Banking  Division’s  “teller  window” 
located  in  the  Albemarle  Building.  The  Division 
processes  these  deposits  by  preparing  qualified 
“cash  letters”  to  be  presented  to  correspondent 
depository  banks  for  collection.  Deposited  checks 
are  encoded  and  processed  on  a reader-sorter. 
This  allows  the  Division  to  sort  the  checks  ac- 
cording to  their  transit-routing  numbers, 
thereby  allowing  presentment  of  most  of  the 
items  to  banks  which  can  give  same  day  avail- 
ability. This  in  essence  is  better  than  a “lock  box” 
arrangement  with  a bank,  since  the  Division  can 
obtain  same  day  availability  on  more  items  than 
a bank  could  obtain. 

Because  of  its  volume  of  receipts,  the  De- 
partment of  Revenue  utilizes  similar  type 
equipment  and  prepares  its  own  “cash  letters” 
for  presentment  to  the  corresponding  depository 
banks  as  arranged  by  the  State  Treasurer’s  Of- 
fice. Additionally,  the  Department  of  Revenue 
has  established  a system  whereby  certain  tax- 
payers owing  large  tax  payments  to  the  State 
must  remit  the  payments  electronically  for  credit 
to  an  established  State  Treasurer’s  bank  ac- 
count. 

For  entities  located  outside  of  Raleigh,  the 
Division  has  established  correspondent  deposi- 
tory relationships  with  various  banks  and  sav- 
ings institutions  in  order  for  those  entities  to 
have  a convenient  location  to  make  their  depos- 
its. During  fiscal  year  1995-96,  the  Division 
processed  and  accounted  for  over  230,000  depos- 
its made  by  some  750  different  depositing  enti- 
ties. The  majority  of  the  entities  deposit  into  a 
single  Raleigh  cash  concentration  account  main- 
tained with  one  of  the  eight  banking  institutions 
having  a State-wide  branch  network.  This 
minimizes  the  number  of  bank  accounts  needed 


and  allows  for  the  funds  deposited  to  be  concen- 
trated for  use  by  the  Investment  Management 
Section  as  soon  as  the  moneys  become  “collected 
funds.” 

Some  entities  are  not  located  near  a cash 
concentration  bank  branch.  In  these  situations, 
an  account  is  established  with  a local  community 
bank  to  accept  their  deposits.  Once  notified  of 
the  deposit  of  funds  into  one  of  the  local  deposi- 
tory accounts,  the  Banking  Operations  Section 
initiates  Automated  Clearing  House  (ACH)  deb- 
its in  order  to  consolidate  the  funds  into  a 
Raleigh  bank  account.  At  fiscal  year  end,  there 
were  43  local  depository  relationships. 

An  automated  deposit  reporting  system,  op- 
erational since  1993,  allows  the  750  depositing 
entities  to  report  their  deposits  to  the  State 
Treasurer’s  Office  through  an  on-line  system. 
The  on-line  system  operates  through  the  State 
computer  network  and  provides  the  State 
Treasurer’s  Office  immediate  notification  of  the 
deposit  of  funds  by  the  agencies. 

Charts  1 and  2 reflect  the  categories  of  enti- 
ties depositing  with  the  State  Treasurer  and  the 
flow  of  funds  collected. 

Chart  1 

Depositing  Locations 
By  Category 


Drivers  License  Offices 

136 

License  Plate  Agents 

137 

DEHNR  Parks  & Offices 

113 

Clerks  of  Court 

100 

Community  Colleges 

68 

DOT  Stations 

52 

DHR  Hospitals  & Facilities 

44 

Universities 

39 

Agricultural  Facilities 

30 

Other 

18 

Historical  Sites 

13 

750 
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Deposit  of  State  Funds 


Chart  2 


Routing  of  State  Warrants  (Checks)  for  Payment 


Chart  3 
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Disbursing  State  Moneys 


North  Carolina  primarily  utilizes  a warrant 
system  to  disburse  funds.  In  order  for  a State 
entity  to  disburse  funds,  it  issues  warrants 
(State  checks)  against  a disbursing  account 
maintained  with  the  State  Treasurer,  made  pay- 
able to  an  eligible  payee.  The  warrants  bear  the 
State  Treasurer’s  unique  ABA  transit-routing 
number  and  are  payable  at  par  through  the  Fed- 
eral Reserve  System.  Warrants  issued  by  the 
various  State  entities  are  deposited  by  the  re- 
cipients into  the  commercial  banking  system  and 
are  ultimately  presented  to  the  State  Treasurer’s 
Office  for  payment.  Daily  warrant  clearings  are 
accepted  from  the  Federal  Reserve  Bank,  the 
State  Employees’  Credit  Union,  and  eight  corre- 
spondent banks  desiring  to  present  warrants 
directly  to  the  State  Treasurer,  as  opposed  to 
“clearing”  these  items  through  the  Federal  Re- 
serve System.  The  main  advantage  of  the  war- 
rant system  is  that  the  “banker’s  float,”  and  the 
earnings  thereon,  are  captured  for  the  State. 

The  Division  provides  each  entity  a disburs- 
ing account.  This  is  similar  to  a commercial 
checking  account  service  provided  by  the  bank- 
ing community  for  its  customers.  The  Division 
verifies  the  validity  of  warrants  presented 
against  each  entity’s  account  and  does  not  pay 
those  deemed  invalid.  Monthly  statements  are 
rendered  to  each  entity,  along  with  the  canceled 
warrants.  The  Division  also  offers  a warrant 
safekeeping  service  (non-return  of  warrants)  and 
an  automated  account  reconciliation  service. 

Through  the  approximately  670  disbursing 
accounts,  some  21.6  million  warrants  were  proc- 


essed during  the  fiscal  year.  This  was  a 2.8% 
increase  from  the  prior  year’s  figure  of  21  mil- 
lion. The  largest  activity  accounts  included  WIC 
Benefits,  Income  Tax  Refunds,  Unemployment 
Benefits,  Child  Support  Payments,  and  Social 
Services  Entitlements.  Activity  associated  with 
maintenance  of  the  accounts  included  the  proc- 
essing of  nearly  2,800  alleged  forgeries  and  ap- 
proximately 20,000  stop  payments. 

Chart  3 (bottom  of  preceeding  page)  reflects 
the  routing  of  warrants  (checks)  as  they  are  pre- 
sented to  this  office  for  payment  and  Chart  4 
shows  the  volume  of  warrants  cleared  (paid). 


Chart  4 

Warrants  Cleared 
At  June  30 
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In  addition  to  the  21.6  million  disbursements 
by  paper  warrants,  3 million  (12%  of  all  dis- 
bursements) were  made  by  electronic  funds 
transfer. 


Specialized  Banking  Services 


Certain  banking  services  provided  by  the 
Banking  Operations  Section  are  categorized  as 
“specialized”  and  include  investment  transaction 
processing,  collateralization  of  public  funds 
monitoring,  and  electronic  funds  transfer  (EFT) 
services. 

Investment  Transactions  Processing  — 

One  of  the  responsibilities  of  the  Section  is  the 
completion  of  all  investment  transactions  after 
they  have  been  entered  into  by  the  Investment 
Management  Section,  which  entails  consummat- 
ing the  receipt  and  delivery  of  securities  traded 
versus  payment.  Associated  with  this  function  is 


the  timely  collection  of  all  interest  and  dividend 
payments,  as  well  as  all  maturing  securities.  In 
order  to  take  advantage  of  the  modern  concepts 
of  book-entry  and  central  depositories,  the  cus- 
todian functions  for  all  eligible  securities  are 
performed  through  contractual  arrangements  by 
the  Bank  of  New  York.  The  Bank  of  New  York 
utilizes  the  Depository  Trust  Company,  the 
Participant  Trust  Company,  and  the  Federal 
Reserve  Bank  book-entry  system.  These 
arrangements  enable  the  State  to  participate 
actively  in  the  securities  lending  market. 
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Collateralization  of  Public  Deposits  — A 

significant  responsibility  of  the  Section  is  to 
monitor  the  collateralization  of  public  deposits  in 
North  Carolina  banks  and  savings  institutions 
for  both  State  deposits  and  certain  local  govern- 
mental units  as  well.  Collateralization  is  re- 
quired for  deposits  exceeding  any  insurance 
coverage  provided  by  the  Federal  Deposit  Insur- 
ance Corporation  (FDIC). 

At  June  30,  1996,  60  depositories  had 
pledged  securities  with  a total  market  value  of 
over  $2.3  billion  to  the  State  Treasurer  through 
26  different  escrow  agents.  Forty  of  these  deposi- 
tories utilize  the  “Pooling  Method”  of  collateraliz- 
ing public  deposits,  (deposits  of  their  local 
governmental  depositors  are  secured  through 
the  State  Treasurer’s  Office).  Of  the  total  secu- 
rities pledged,  approximately  10%  were  to  secure 
State  deposits.  The  Section  monitors  the  capital 
adequacy  of  the  institutions  which  are  required 
to  provide  collateralization.  Determining  capital 
adequacy  is  a vital  component  of  the  collaterali- 
zation monitoring  process. 

Electronic  Funds  Transfers  — The  col- 
lection and  remittance  of  funds  via  electronic 
funds  transfer  (EFT)  plays  a major  role  in  the 
successful  operation  of  the  Division.  Methods  of 
EFT  utilized  include  wire  transfer,  Automated 
Clearing  House  (ACH)  credits,  and  ACH  debits. 
The  Section  funds  the  direct  deposit  remittance 
of  payroll  and  retirement  benefits  effected  by  the 
10  State  payroll  centers  and  the  Retirement  Sys- 
tems Division.  Over  193,000  people  receive  their 
monthly  pay/benefits  through  direct  deposit, 
amounting  to  more  than  $2.75  billion  annually. 
This  represents  participation  rates  of  90%  for 
current  employees,  78%  for  retirees,  and  84%  on 
a combined  basis. 

Other  utilization  of  EFT  includes:  the  col- 
lection of  federal  funds  from  the  Federal  gov- 
ernment via  wire  transfer  and  ACH  credit;  the 
daily  concentration  of  funds  deposited  in  the  43 
community  banks  that  are  not  a part  of  the 
branch  cash  concentration  system;  the  weekly 
collection  of  interest  due  on  certificates  of  de- 
posit and  savings  certificates  via  ACH  debits; 
and  the  initiation  of  vendor  payments  via  ACH 
credit  on  behalf  of  various  State  agencies. 

The  Department  of  Revenue  operates  its  own 
EFT  program  for  the  collection  of  certain  taxes 
from  corporations  and  local  governments.  Dur- 
ing FY  1995-96,  $6,247  billion  was  collected 
through  their  EFT  program  for  deposit  with  the 
State  Treasurer. 


State  Treasurer’s  Electronic  Payments 
System  (STEPS)  — The  STEPS  program  is  now 
available  to  all  State  agencies  for  remitting 
moneys  to  local  governmental  units  (STEPS- 
OUT),  and  for  receiving  certain  moneys  from 
local  governmental  units  (STEPS-IN).  The  sys- 
tem utilizes  the  Automated  Clearing  House 
(ACH)  to  facilitate  the  transfers  electronically, 
eliminating  the  necessity  of  issuing  and  mailing 
checks.  A PC  software  program  called  “PC- 
STEPS”  is  utilized  by  State  agencies  to  initiate 
payments  and  collections  through  the  State 
Treasurer’s  Office.  STEPS  offers  the  local  units 
the  option  of  having  their  payments  deposited  to 
or  remitted  from  an  account  maintained  with  the 
financial  institution  of  their  choice.  A cash  man- 
agement directive  issued  by  the  State  Control- 
ler’s Office  now  requires  that  certain  types  of 
payments  to  and  from  local  units  of  government 
be  remitted  through  STEPS. 

The  use  of  STEPS-IN  has  been  offered  by  the 
Retirement  Systems  Division  since  1992.  A unit 
desiring  to  remit  its  monthly  retirement  contri- 
bution payment  simply  makes  a toll-free  tele- 
phone call  to  the  State’s  contracted  data 
collection  center  to  authorize  an  ACH  debit  to  be 
initiated  against  its  selected  depository  account. 
A local  unit  can  also  authorize  the  payment  us- 
ing a personal  computer.  STEPS  allows  the  local 
unit  the  ability  to  control  the  effective  date  of  a 
payment,  thereby  providing  assurance  that  the 
payment  is  not  made  earlier  than  necessary,  but 
is  made  timely  in  order  to  avoid  any  penalties. 

During  FY  1995-96,  over  $2.3  billion  of 
State-shared  revenues  was  distributed,  and  over 
$575  million  was  collected  through  STEPS. 

Payment  of  the  State’s  Debt  — The  State 
Treasurer  is  charged  with  the  responsibility  of 
making  timely  payment  of  principal  and  interest 
on  North  Carolina’s  General  Obligation  debt  (a 
function  vital  to  the  maintenance  of  the  State’s 
“AAA”  credit  rating).  The  Division  arranges  to 
have  “readily  available  funds”  in  the  hands  of 
the  paying-agent  banks  on  due  dates  via  EFT. 
Through  these  arrangements,  the  bondholders 
have  access  to  their  money  as  promised;  mean- 
while, the  funds  are  invested  for  the  benefit  of 
the  State  until  the  last  possible  moment.  Com- 
plete information  as  to  amounts  of  principal  and 
interest  due,  by  issue,  is  provided  by  the  State 
and  Local  Government  Finance  Division. 
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Bank  Account  Analysis  — The  Banking 
Operations  Section  monitors  the  service  activity 
of  the  eight  cash  concentration  banks  and  the  43 
community  banks,  in  order  to  ascertain  and  es- 
tablish the  appropriate  balance  level  to  be  main- 
tained in  each.  An  established  methodology  for 
determining  the  appropriate  balance  ensures 
that  the  uninvested  portion  of  the  Treasurer’s 
cash  balances  maintained  with  the  depositories, 
to  compensate  for  banking  services  rendered,  is 


kept  at  a minimum.  At  June  30,  1996,  99.44%  of 
the  net  assets  of  the  Short-term  Investment 
Fund  was  invested. 

Cash  Flow  Calculations  — All  of  the  vari- 
ous banking  functions  result  in  cash  flows  that 
affect  the  bank  balances  making  up  the 
Treasurer’s  total  cash  position  on  a daily  basis. 
This  data  is  generated  daily  by  the  Banking 
Operations  Section  and  serves  as  the  base  for 
the  Division’s  investment  functions. 


Investment  Management 

Serving  as  the  State’s  Chief  Investment  Officer 


The  State  Treasurer  administers  the  Cash 
Management  and  Trust  Funds  Investment 
Program.  As  such,  the  Treasurer  is  directed  by 
statute  to  “establish,  maintain,  administer, 
manage  and  operate”  investment  programs  for 
all  funds  on  deposit,  pursuant  to  the  applicable 
statutes.  In  so  doing,  the  Treasurer  “shall  have 
full  power  as  a fiduciary”  and  shall  manage  the 
investment  programs  so  that  the  assets  “may  be 
readily  converted  into  cash  as  needed.” 

At  June  30,  1996,  assets  under  management 
totaled  $37.2  billion  at  book  value.  This  total 
represents  the  aggregate  assets  of  the  several 
retirement  systems,  various  other  trust  funds, 
and  the  General  and  Highway  Funds.  In  estab- 
lishing the  comprehensive  management  pro- 
gram, the  State  Treasurer,  utilizing  a 
professional  investment  staff,  has  developed  an 
investment  strategy  for  each  fund  that  recog- 
nizes the  guidelines  of  the  governing  General 
Statutes  and  provides  diversification  as  appro- 
priate for  the  participants.  Through  these  in- 
vestment programs,  as  modified  from  time  to 
time,  the  investment  management  staff  strives 
to  enhance  the  performance  of  funds  under  the 
State  Treasurer’s  control. 

General  Investment  Objective  — The 
objective  for  all  investment  programs  is  to  gen- 
erate maximum  income  consistent  with  safety  of 
principal.  Prudence  in  discharging  this  fiduciary 
obligation  requires  that  all  investments  be  re- 
viewed continuously,  so  that  opportunities  in  the 
secondary  markets  to  improve  the  quality  and/or 
the  income  stream  are  not  overlooked. 


Operating  Policy  — In  all  transactions 
executed  for  any  investment  program  managed 
by  the  State  Treasurer,  the  objective  is  to  trans- 
act such  business  in  the  best  interest  of  the 
beneficial  owners  of  the  trust  funds. 

Some  of  the  business  will  be  done  with  North 
Carolina  institutions  or  with  institutions  having 
an  office  in  this  State,  provided  it  can  be  done  at 
no  disadvantage  to  the  interest  of  said  trust 
funds.  As  an  example,  whenever  either  program 
participates  as  a buyer  in  an  underwriting  of 
securities,  fixed-income  or  equity,  purchases  are 
allocated  to  include  the  known  in-state  partici- 
pating underwriters  with  which  we  conduct 
business. 

Chart  5 reflects  the  type  of  investments 
owned  by  funds  under  management. 
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The  Investment  Pool 


The  investment  objectives  of  both  the  Cash 
Management  and  the  Trust  Funds  Investment 
Programs  are  achieved  through  participation  in 
the  Investment  Pool  in  one  or  more  investment 
portfolios  (called  “funds”)  established  by  the 
Treasurer  as  authorized  by  State  law.  These  are: 
The  Short-term  Investment  Fund 
The  Liquid  Asset  Fund 
The  Bond  Proceeds  Fund 
The  Long-term  Investment  Fund 
The  Equity  Investment  Fund 
The  Real  Estate  Investment  Fund 
The  Venture  Capital  Investment  Fund 


The  Cash  Management  Program  is  com- 
prised of  the  Short-term  Investment  Fund,  the 
Liquid  Asset  Fund,  and  the  Bond  Proceeds 
Funds.  The  significant  participation  is  that  of 
the  General  and  Highway  Funds. 

The  Trust  Funds  Investment  Program  is 
comprised  of  the  Long-term  Investment  Fund, 
the  Equity  Investment  Fund,  the  Real  Estate 
Investment  Fund,  and  the  Venture  Capital  In- 
vestment Fund  with  the  predominant  partici- 
pant being  pension  fund  assets. 

The  cost  of  the  investment  management 
function  is  shared  equitably  in  the  ratio  of  each 
fund’s  participation. 

Charts  6,  7,  and  8 show  the  growth  of  assets 
and  illustrate  the  distribution  of  assets  by  in- 
vestment fund  and  distribution  of  equity  by  par- 
ticipants. 


The  Governmental  Accounting  Standards 
Board  (GASB)  has  adopted  “GASB  statement 
#25”  with  an  effective  date  for  statement  periods 
beginning  after  June  15,  1997.  GASB  #25  re- 
quires that  investment  assets  and  income  be  re- 
ported at  fair  value  (i.e.  market  value).  This  will 
impact  the  reported  returns  in  the  years  ahead 
and  we  are  preparing  to  make  the  transition. 
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Chart  7 


Distribution  of  Assets 
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Cash  Management  Program 


The  funds  associated  with  the  Cash  Man- 
agement Program  include  those  of  the  Short- 
term, Liquid  Asset,  and  Bond  Proceeds 
Investment  Funds,  with  primary  participation 
being  that  of  the  General  and  Highway  Funds, 
plus  the  cash  balances  of  the  trust  funds  under 
management.  The  Division  tracks  the  cash  flow 
of  these  funds  through  the  various  State 
Treasurer’s  bank  accounts  daily  and  computes 
the  amount  available  for  investment.  This 
amount  is  derived  from  the  total  of  the  day’s  ma- 
turing securities,  plus  or  minus  the  net  differ- 
ence between  the  day’s  receipts  and 
expenditures.  The  net  excess  is  then  invested  in 
short-term  securities  as  authorized  by  statute 
and  in  accordance  with  projected  future  cash 
flow  needs. 

Because  the  Treasurer’s  cash  balances  are 
ultimately  subject  to  disbursement  upon  presen- 
tation of  valid  warrants,  the  primary  considera- 
tions in  making  investments  are  safety  and 
liquidity;  the  secondary  consideration  is  income. 
The  invested  assets  of  the  Cash  Management 
Program  fluctuated  between  $7.0  billion  and 
$8.3  billion  during  the  fiscal  year.  Revenues 
from  the  Cash  Management  Program  were  ap- 
proximately $475.4  million  in  the  fiscal  year 
ended  June  30,  1996,  generating  a net  realized 
return  of  6.59%.  Of  the  earnings,  $277.7  million 
was  for  the  General  and  Highway  Funds.  This 
brings  the  total  investment  earnings  for  these 
funds  to  almost  $3.4  billion  since  the  inception  of 
the  Cash  Management  Program  in  1949.  (Table 
4 on  page  A-43  shows  the  earnings  for  the 
General  Fund  and  Highway  Funds  since  1949.) 

Charts  9,  10,  and  11  show  the  growth  of  as- 
sets and  illustrate  the  distribution  of  assets  by 
investment  fund  and  distribution  of  equity  by 
participants. 
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Short-term  Investment  Fund 


The  cash  balances  of  the  General  and  High- 
way Funds,  due  to  their  primary  need  for  safety 
and  liquidity,  are  invested  in  the  Short-term  In- 
vestment Fund  which  was  established  in  1949. 
They  are  the  primary  participants  in  the  Fund. 
Other  participants  include  the  cash  balances  of 
the  Liquid  Asset,  Long-term,  Equity,  Real  Es- 
tate, and  Venture  Capital  Investment  Funds, 
and  some  voluntarily  deposited  funds  belonging 
to  various  boards,  commissions,  community  col- 
leges, and  school  administrative  units.  (The  cash 
balances  of  the  Bond  Proceeds  Funds  are  in- 
vested separately  due  to  Federal  requirements.) 
Thus,  the  cash  in  any  fund  under  the  Treasurer’s 
management  is  always  fully  invested. 

Objective:  To  provide  safety,  liquidity,  and 
income  on  average  monthly  bal- 
ances for  the  General  Fund  and 
Highway  Funds,  and  for  other 
participants  permitted  or  re- 
quired by  law  to  deposit  funds 
with  the  State  Treasurer  for  in- 
vestment. 

Method:  Investment  vehicles  authorized 

in  G.S.  147-69.1  are  employed  to 
invest  all  cash  in  the  Fund  in  ex- 
cess of  the  amount  required  to 
meet  current  needs,  in  such 
manner  as  to  be  “readily  con- 
vertible into  cash”  as  required 
by  law. 

The  1995-96  and  1994-95  fiscal  years  are 
compared  below: 

June  30,  1996  June  30,  1995 


Participants  Assets 


General  Fund 

$3,475,276,533 

$2,938,178,264 

Highway  Funds 

986,547,774 

971,466,289 

Retirement  Funds 

43,431,921 

43,131,169 

Various  Special 

Trust  Funds 

1,180,156,178 

1,167,656,880 

Other 

1.603.980.858 

1.716.262.223 

Total  Net  Assets 

$7  289  393  264 

$6  836.694.825 

Participants 

Net  Earnings 

General  Fund 

$ 201,983,629 

$ 161,557,553 

Highway  Funds 

52,435,286 

47,828,273 

Retirement  Funds 

6,930,308 

6,523,437 

Various  Special 

Trust  Funds 

78,865,730 

71,174,158 

Other 

111.202.115 

90.063.770 

Total  Net  Earnings 

8 451417  068 

$ 377.147.191 

Net  Realized  Rate 

of  Return 

6.65% 

6.37% 

Following  is  a breakdown  of  investments  in 
the  Short-term  Investment  Fund  as  of  June  30, 
1996: 


Average 

Percentage  Book 

Maturity 

Assets 

Par  Value 

of  Portfolio  Yield 

(Davs) 

Repurchase  Agreements 
Bank  Certificates  of 

$385,000,000 

5.39% 

5.36% 

1 

Deposit  & Savings 
Certificates 

46,096,000 

.65 

5.40 

95 

U.S.  Treasury  Bills 

U.S.  Treasury  Notes/ 

100,000,000 

1.40 

5.16 

87 

Bonds 

U.S.  Agencies  & Agency 

6,550,000,000 

91.79 

6.50 

910 

Disc.  Notes 

50,000,000 

.70 

7.38 

375 

Corporates 

5.000.000 

.07 

7.37 

1.001 

2= 

7.136.096.000 

931 

Listed  below  are  the  10  largest  positions  at 
June  30,  1996: 


Security 

Couoon  (%) 

Maturity 

Par  Value 

U.S.  Treasury  Notes 

5 

7/8 

03-31-99 

$200,000,000 

U.S.  Treasury  Notes 

6 

10-15-99 

200,000,000 

U.S.  Treasury  Notes 

5 

1/2 

12-31-00 

200,000,000 

U.S.  Treasury  Notes 

6 

11-30-97 

195,000,000 

U.S.  Treasury  Notes 

7 

1/2 

12-31-96 

175,000,000 

U.S.  Treasury  Notes 

5 

1/2 

11-15-98 

175,000,000 

U.S.  Treasury  Notes 

5 

02-15-99 

175,000,000 

U.S.  Treasury  Notes 

7 

3/4 

12-31-99 

175,000,000 

U.S.  Treasury  Notes 

6 

3/8 

01-15-00 

175,000,000 

U.S.  Treasury  Notes 

5 

1/4 

01-31-01 

175,000,000 

There  are  two  primary  factors  that  impact 
realized  investment  returns.  They  are  the  bal- 
ances available  for  investment  and  the  level  of 
interest  rates,  neither  of  which  we,  the  manag- 
ers of  the  State’s  investment  assets,  control. 
Additional  factors  that  affect  the  return  for  the 
Short-term  Investment  Fund,  in  which  the 
General  and  Highway  Funds  are  participants, 
include  the  following: 

1)  The  investments  which  the  Short-term 
Investment  Fund  portfolio  may  be  holding  on  a 
particular  date  may  be  earning  at  different  lev- 
els from  current  interest  rates.  For  example,  if 
our  investments  were  made  when  interest  rates 
were  lower,  we  would  continue  to  earn  at  the 
lower  rates  of  return,  even  though  current  inter- 
est rates  may  be  higher.  (This  happens  in  re- 
verse as  well.) 

2)  The  level  of  interest  rates  at  which  new 
investments  are  made  fluctuates  according  to 
the  shape  of  the  yield  curve  and  the  spreads  be- 
tween different  types  of  eligible  securities. 
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The  realized  return  of  the  Short-term  In- 
vestment Fund  for  the  fiscal  year  was  6.65%, 
versus  a projection  of  6.30%. 

The  projected  reahzed  return  for  the  fiscal 
year  ending  June  30,  1997  is  6.25%. 


Chart  12 
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Charts  12  and  13  show  the  net  assets  and 
the  realized  income  of  the  Short-term  Invest- 
ment Fund  since  1992. 


Chart  13 

Short-term  Investment  Fund 
Realized  Income  at  June  30 
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Liquid  Asset  Fund 


The  State  Treasurer  maintains  this  Fund 
(established  in  1982)  as  an  investment  alterna- 
tive available  to  local  public  authorities,  local 
governmental  units,  and  local  ABC  boards  of  the 
State  having  custody  of  any  funds  not  required 
by  law  to  be  deposited  with  and  invested  by  the 
State  Treasurer. 

Objective:  To  provide  a daily  income  fund 
with  maximum  safety  and  liquid- 
ity for  those  public  entities  listed 
in  G.S.  147-69. 3(b)  which  are 
permitted  to  voluntarily  deposit 
funds  with  the  State  Treasurer 
for  investment. 

Method:  Investment  vehicles  authorized 

in  G.S.  147-69.1  are  employed  to 
invest  the  cash  of  the  Fund  in 
such  a manner  as  to  be  able  to 
meet  any  withdrawal  demand  on 
request. 


The  1995-96  and  1994-95  fiscal  years  are 
compared  below: 

June  30,  1996  June  30.  1995 

Net  assets  $15.2  million  $10.5  million 

Earnings  for  Year  $735,410  $490,989 

Net  Realized 

Rate  of  Return  5.48%  5.09% 

The  realized  return  of  the  Liquid  Asset  Fund 
for  the  fiscal  year  was  5.48%,  versus  a projection 
of  5.40%. 

The  projected  realized  return  for  the  fiscal 
year  ending  June  30,  1997,  is  5.00%. 
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Bond  Proceeds  Fund 


The  Bond  Proceeds  Fund  includes  separate 
portfolios.  This  Fund  was  established  in  order  to 
comply  with  IRS  regulations  on  bond  arbitrage. 
Objective:  To  provide  maximum  income  to 
the  Fund  within  the  parameters 
of  the  IRS  regulations  on  bond 
arbitrage. 

Method:  Investment  vehicles  authorized 

in  G.S.  147-69.1  are  employed  to 
invest  all  cash  in  the  Fund  in  ex- 
cess of  the  amount  required  to 
meet  current  needs,  in  such 
manner  as  to  be  “readily  con- 
vertible into  cash”  as  needed. 


At  June  30,  1996,  the  allocation  by  bond  is- 
sue is: 


1977  Clean  Water  Bond  Series  1987 
Capital  Improvement,  1991  Fund 
Prison  Bond  Proceeds  1992  Fund 
Prison  Bond  Proceeds  1993  Fund 
Capital  Improvements  ‘94,  Series  A 
Clean  Water  Bonds,  Series,  1995  A 
Clean  Water  Bonds,  Series,  1995  B 

The  realized  return  of  the 


$ 688,979 

1,841,546 
5,343,418 
7,171,144 
147,308,043 
49,714,990 
24,392,805 

8236.460  925 
Bond  Proceeds 


Fund  for  the  fiscal  year  was  5.67%,  versus  a 
projection  of  5.50%. 

The  projected  realized  return  for  the  fiscal 
year  ending  June  30,  1997,  is  5.10%. 


Trust  Funds  Investment  Program 


Trust  fund  assets  under  management 
reached  a total  of  $30.0  billion  on  June  30,  1996. 
The  funds  associated  with  the  Trust  Funds  In- 
vestment Program  include  those  of  the  Long- 
term, Equity,  Real  Estate,  and  Venture  Capital 
Investment  Funds  and  are  comprised  primarily 
of  the  holdings  of  the  various  retirement  sys- 
tems. The  two  largest  being  the  Teachers’  and 
State  Employees’  Retirement  System  and  the 
Local  Governmental  Employees’  Retirement  Sys- 
tem. Of  all  the  trust  fund  assets  under  manage- 
ment, 97%  ($29.1  billion)  belong  to  the 

retirement  systems’. 

The  retirement  systems’  investment  integ- 
rity is  held  inviolate  by  Article  V,  Section  6(2)  of 
the  North  Carolina  Constitution,  which  provides: 
“Neither  the  General  Assembly  nor  any 
public  officer,  employee,  or  agency 
shall  use  or  authorize  to  be  used  any 
part  of  the  funds  of  the  Teachers’  and 
State  Employees’  Retirement  System  or 
the  Local  Governmental  Employees’ 
Retirement  System  for  any  purpose 
other  than  retirement  system  benefits 
and  purposes,  administrative  expenses, 
and  refunds;  except  that  retirement  sys- 
tem funds  may  be  invested  as  author- 
ized by  law,  subject  to  the  investment 
limitation  that  the  funds  of  the 
Teachers’  and  State  Employees’  Retire- 
ment System  and  the  Local 
Governmental  Employees’  Retirement 
System  shall  not  be  applied,  diverted, 
loaned  to,  or  used  by  the  State,  any 
State  agency,  State  officer,  public  officer, 
or  public  employee.” 


In  addition  to  the  assets  of  the  various  re- 
tirement systems  and  funds,  numerous  other 
trust  funds  are  managed,  including  the  North 
Carolina  Employee  Disability  Fund,  the  State 
Treasurer’s  Escheat  Fund,  various  Educational 
Trust  Funds,  the  State  Property  Fire  Insurance 
Fund,  the  Insured  Student  Loan  Program,  and 
the  Wildlife  Endowment  Fund. 

This  program  generated  income  totaling 
some  $2.6  billion,  producing  a net  realized  re- 
turn of  9.53%. 

Charts  14,  15,  and  16  show  the  growth  of 
assets  and  illustrate  the  distribution  of  assets  by 
investment  fund  and  distribution  of  equity  by 
participants. 


21 


Chart  15 

Distribution  of  Assets 
by  Investment  Fund 
at  June  30,  1996 


Chart  16 

Distribution  of  Equity 
by  Participants 
at  June  30,  1996 

Other  Trust  Pension  Trust 


Long-term  Investment  Fund 


The  initial  investment  efforts  represented  by 
this  Fund  were  started  in  1941  on  behalf  of  re- 
tirement and  other  trust  funds.  The  use  of  fixed- 
income  instruments  increases  the  current  return 
by  generating  a steady  income  stream  as  a result 
of  contributions  and  the  compounding  effect  of 
reinvested  income.  The  asset  class  provides  good 
diversification  and  protection  during  periods  of 
disinflation  or  deflation. 

Objective:  To  provide  the  maximum  safe 
return  on  the  fixed-income  in- 
vestments of  the  North  Carolina 
retirement  systems,  and  other 
participants  required  or  permit- 
ted to  deposit  funds  with  the 
State  Treasurer  for  investment, 
in  conformity  with  the  concepts 
of  fiduciary  responsibility  and 
prudent  investment  manage- 
ment. 

Method:  Fixed-income  vehicles  author- 

ized in  G.S.  147-69.2  are  em- 
ployed to  invest  the  cash  of  the 
Fund,  and  to  exchange  the  assets 
of  the  Fund  as  the  market  per- 
mits in  order  to  improve  the  in- 
come and/or  quality  of  the  Fund. 


The  1995-96 

; and  1994-95 

fiscal  years  are 

compared  below: 

Participants 

June  30,  1996 

June  30.  1995 

Net  Assets 

$20,326,550,907 

$18,641,715,234 

Participants 

Net  Earnings 

Retirement  Funds 

$1,606,635,236 

$1,456,533,596 

Various  Special 

Trust  Funds 

64.138.429 

50.395.194 

Total  Net  Earnings 

Distributed 

81  670  773  665 

8 1.506.928.790 

Net  Realized 

Rate  of  Return 

8.96% 

8.44% 

The  quality 
tremely  high,  as 

of  the  portfolio  remains  ex- 
shown  below: 

Qualitv  Rating 

June  30,  1996 

June  30,  1995 

AAA 

65% 

67% 

AA 

20 

19 

A 

15 

13 

BAA* 

0 

100% 

1 

100% 

*Securities  purchased  when  rated  “A”  or  higher; 
downgraded  as  a result  of  leveraged  buy-out  ac- 
tivity. (Note:  Securities  were  “called  at  a pre- 
mium” on  July  17,  1995.) 
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Listed  below  is  a description  of  investments 
in  the  Long-term  Investment  Fund  as  of  June 
30,  1996: 

Average 

Final 

Percentage  Book  Maturity 


Assets 

Par  Value 

of  Portfolio 

Yield 

(Years) 

U.S.  Treasury 
Securities 

$ 6,663,242,000 

31.90% 

8.71% 

20.1 

U.S.  Agency 
GNMA 

4,115,323,804 

19.70 

8.03 

27.2 

Corporate  Bonds 

8,623,536,836 

41.29 

7.91 

23.6 

U.S.  Agency 
Insured/ 
Guaranteed 

873,100,000 

4.18 

7.62 

13.3 

International 

Securities 

612.935.000 

2.93 

8.32 

23.3 

S20.888. 137.640 

22.7 

Chart  17 


Long-term  Investment  Fund 
Net  Assets  at  June  30 

Billions  of$ 


Shown  below  are  the  five  largest  government 
bond  and  the  five  largest  corporate  bond  posi- 

tions  at  June  30,  1996: 

Security 

Par  Value  $ 

USTB  7 1/4%  08-15-22 

620,000,000 

USTB  7 7/8%  02-15-21 

612,475,000 

USTB  8 1/8%  08-15-19 

604,377,000 

USTB  8 3/4%  11-15-08 

576,035,000 

USTB  8 1/2%  02-15-20 

574,020,000 

Bristol-Myers  Squibb 

232,225,000 

Johnson  & Johnson 

226,900,000 

Texaco  Capital 

224,327,000 

Duke  Power 

224,100,000 

Wal-Mart  Stores 

223,225,000 

Chart  18 

Long-term  Investment  Fund 
Realized  Income  at  June  30 


Billions  of  $ 


1.8 

/ 

/ 

1.7 

1.6 

/ 

1.5 

1.4  - 

1.3 

1.2  - 

/ 

/ 

/ 

— Illii 

1 

Fiscal  Year 

1992 

1993 

1994 

1995 

19% 

Income 

1.29 

1.37 

L 

1.46 

1.51 

1.67 

The  realized  return  of  the  Long-term  In- 
vestment Fund  for  the  fiscal  year  was  8.96%, 
versus  a projection  of  8.30%. 

The  projected  realized  return  for  the  fiscal 
year  ending  June  30,  1997,  is  8.25%,  while  the 
long-term  actuarial  requirement  is  7.50%. 

Charts  17  and  18  show  the  net  assets  and 
the  realized  income  of  the  Long-term  Investment 
Fund  since  1992. 
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Equity  Investment  Fund 


The  Equity  Investment  Fund  was  estab- 
lished in  1961  exclusively  for  participation  by 
the  North  Carolina  Retirement  Systems  and 
generates  long-term  appreciation  while  provid- 
ing a hedge  during  periods  of  low  to  moderate 
inflation. 

Overall 

Objective:  To  provide  long-term  growth  of 
capital  while  observing  the  re- 
quirements of  applicable  State 
law  and  the  principles  of  pru- 
dent investment  management. 
The  Equity  Investment  Fund  is 
expected  to  generate  a total  re- 
turn which  will  exceed  that  of 
the  Standard  and  Poor’s  compos- 
ite Stock  Index  (S&P  500)  on  a 
trailing  36-month  basis. 

Method:  Each  portfolio  within  the  Fund 

will  have  specific  objectives  and 
an  appropriate  benchmark 
against  which  its  performance 
will  be  compared.  To  achieve  the 
Overall  Investment  Objective, 
the  Fund  invests  its  assets  in  a 
portfolio  of  common  stocks  and 
convertible  debentures  and  in 
shares  of  beneficial  interest  in 
various  trusts  using  a diversified 
group  of  investment  advisors 
and  managers  as  authorized  in 
G.S.  147-69.2  and  G.S.  147-69.3. 

The  Equity  Investment  Fund  accounted  for 
40.2%  of  the  total  retirement  systems’  invest- 
ments at  June  30,  1996,  based  on  market  value. 
The  Fund  utilizes  five  equity  advisors  who  make 
recommendations  on  purchases  and  sales  with 
execution  of  the  trades  handled  by  the  in-house 
investment  staff.  The  Fund  also  utilizes  18  eq- 
uity managers  (trust  agreements)  with  full  dis- 
cretion concerning  equity  selection  and 
execution. 

During  the  year,  the  m-house  investment 
staff  executed  trades  for  the  remaining  five  eq- 
uity advisors  totaling  67.4  million  shares  of 
stock.  The  average  commission  paid  was  5.4 
cents  per  share.  This  average  includes  in-house 
“book  crosses,”  discount  brokerage,  and  full 
service  brokerage  including  “selling  concession” 
on  new  issue  stock  when  applicable.  Our  defini- 
tion of  full  service  is  the  commitment  of  and  use 
of  a firm’s  capital  to  facilitate  a trade.  We  are  not 
buyers  of  equity  research.  Naturally,  our  advi- 


sors and  managers  are  buyers  of  some  street  re- 
search. 

The  in-house  Covered-Call  Option  Writing 
Program  associated  with  the  advisory  relation- 
ships generated  net  collected  premiums  of  $593 
thousand  during  the  fiscal  year  and  has  gener- 
ated approximately  $34.6  million  since  the  pro- 
gram’s inception  on  March  1,  1980. 

The  1995-96  and  1994-95  fiscal  years  are 

« 

compared  below: 

June  30,  1996  June  30,  1995 

Net  Assets  $9,217,534,081  $8,112,441,802 

Net  Realized  Return  10.91%  7.92% 

Total  Return  23.87%  22.26% 

The  Equity  Investment  Fund’s  performance 
benchmark  is  to  match  or  exceed  the  return  of 
the  S&P  500  on  a trailing  thirty-six  (36)  month 
time  period.  The  Fund  has  posted  a 15.95%  total 
return  versus  17.19%  for  the  S&P  500. 

The  Fund  generated  a total  return  of  23.87% 
versus  a total  return  of  25.92%  for  the  S&P  500 
during  the  fiscal  year.  Net  income  for  the  Fund 
from  all  sources  was  $924  million. 

The  following  breakdown  provides  insight 
into  the  composition  of  the  Equity  Investment 
Fund  at  June  30,  1996: 

Percent  of 


Equity  Investment  Fund 
Type  of  Equity  (Based  on  Market  Value) 

Large  Cap  (Domestic  Stocks)  62.95% 

Mid  Cap  (Domestic  Stocks)  18.35 

Small  Cap  (Domestic  Stocks)  8.36 

Convertibles  .05 

International: 

OECD  5.28 

Emerging  1.70 

Cash  3.31 

1 00% 


Shown  below  are  the  10  largest  company 
holdings  at  June  30,  1996: 

Position 

Pepsico 

General  Electric 
Hewlett-Packard 
AT&T 

Phillip  Morris 

American  International  Group 
Bristol  Myers  Squibb 
Proctor  & Gamble 
Pfizer 

Abbott  Labs 


Market  Value 

$166,601,500 

161,875,500 

134,194,875 

125.984.000 

114.816.000 
112,936,671 

112.104.000 

105.850.000 

101.628.000 
99,180,000 


24 


The  realized  return  of  the  Equity  Investment 
Fund  for  the  fiscal  year  was  10.91%,  versus  a 
projection  of  8.25%. 

The  projected  realized  return  for  the  fiscal 
year  ending  June  30,  1997,  is  8.65%,  while  the 
long-term  actuarial  requirement  is  7.50%. 

Charts  19  and  20  show  the  net  assets  and 
realized  income  of  the  Equity  Investment  Fund 
since  1992. 


Chart  19 

Equity  Investment  Fund 
Net  Assets  at  June  30 


Billions  of  S 


Chart  20 

Equity  Investment  Fund 
Realized  Income  at  June  30 


MllkreofS 

A 
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Real  Estate  Invstment  Fund 


The  Real  Estate  Investment  Fund  (estab- 
lished in  1984)  is  provided  exclusively  for  par- 
ticipation by  the  North  Carolina  Retirement 
Systems. 

This  investment  is  considered  a non- 
financial  asset  due  to  its  illiquid  nature. 
Objective:  To  provide  long-term  growth  of 
capital  through  prudent  invest- 
ments in  real  estate  vehicles 
authorized  under  applicable 
State  law.  Growth  of  capital  will 
be  accomplished  by  investing 
and  reinvesting  a stable  flow  of 
current  income  into  the  real  es- 
tate asset  class.  Positive  real 
rates  of  return,  along  with  addi- 
tional diversification,  are  the 
goals  of  this  Fund. 

Method:  Investment  vehicles  authorized 

in  G.S.  147-69. 2(b)(7)  are  utilized 
to  invest  the  cash  of  the  Fund  in 
shares  of  beneficial  interest  in 
real  estate. 

The  1995-96  and  1994-95  fiscal  years  are 
compared  below: 


June  30,  1996  June  30,  1995 


Net  Assets  $398,909,139 

Net  Realized  Return 
Fiscal  Year  6.28% 

Inception  to  date  5.82% 


$357,461,316 

5.88% 

6.06% 


The  realized  return  of  the  Real  Estate  In- 
vestment Fund  for  the  fiscal  year  was  6.28%, 
versus  a projection  of  7.50%. 

The  projected  realized  return  for  the  fiscal 
year  ending  June  30,  1997,  is  7.55%,  while  the 
long-term  actuarial  requirement  is  7.50%. 

Charts  21  and  22  show  the  various  property 
types  and  the  net  assets  of  the  Real  Estate 
Investment  Fund. 


Chart  21 

Real  Estate  Investments 
By  Property  Type  at  June  30,  1996 


Hotel 

4.48% 


Mixed-use 
5.52% 


Timber 
7.43%  ' 


Industrial 
7.73% 


Retail 

10.41% 


Research  and 
Development 


Residential 

.51% 


Land 

.25% 


Office 

34.60% 


Apartment 

24.70% 


Chart  22 

Real  Estate  Investment  Fund 
Net  Assets  at  June  30 


Mllions  cf  S 
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Venture  Capital  Investment  Fund 


The  Venture  Capital  Investment  Fund 
(established  in  1988)  is  provided  for  participa- 
tion by  the  North  Carolina  Retirement  Systems. 
(The  "1990  Short  Session”  of  the  General 
Assembly  changed  the  governing  statutes,  which 
had  restricted  these  investments  to  the  General 
and  Highway  Funds,  on  a retroactive  basis.) 

This  investment  is  considered  a non- 
financial  asset  due  to  its  illiquid  nature. 
Objective:  To  provide  over  a period  of  time 
(seven  to  ten  years)  a source  of 
potentially  high  realized  income. 
The  risk  is  tempered  by  diversi- 
fication in  industry  type,  stage  of 
corporate  development,  and  geo- 
graphic location. 

Method:  G.S.  147-69. 2(b)(9)  authorizes  in- 

vestment in  obligations  and  se- 
curities of  The  North  Carolina 
Enterprise  Corporation,  or  of 
a limited  partnership  in  which 
The  North  Carolina  Enterprise 
Corporation  is  the  only  general 
partner,  not  to  exceed  twenty 
million  dollars  ($20,000,000).  G.S. 
147-69. 2(b)(10)  authorizes  in- 
vestment in  limited  partnerships 
whose  primary  purpose  is  to  in- 
vest in  venture  capital  or  corpo- 
rate buyout  transactions,  not  to 
exceed  thirty  million  dollars 
($30,000,000). 

The  Fund’s  strategy  is  to  establish  and 
maintain  a broadly  diversified  venture  capital 
portfolio  comprised  of  investments  that  provide 
diversification  by  industry  classification,  stage  of 
corporate  development,  and  geographic  location. 
Investments  in  venture  capital  are  monitored 
over  a longer  time  period  than  traditional  in- 
vestments due  to  the  amount  of  time  necessary 


to  grow,  develop,  and  expand  new  or  small  com- 
panies. This  long-term  investment  philosophy 
dictates  that  cash  returns,  in  the  early  stages  of 
the  investment  cycle,  will  be  minimal.  Addi- 
tionally, it  is  anticipated  that  losses  will  be  real- 
ized in  the  early  stages  of  investing  as  certain 
venture  capital  investments  do  not  meet  projec- 
tions. However,  successful  investments  in  the 
portfolio  should  generate  returns  that  prove  to 
be  quite  satisfactory  in  relation  to  the  risk  taken 
and  the  returns  generated  by  more  traditional 
investments. 


March  31.  1996*  June  30.  1995 


Net  Assets  43,351,805 

Net  Realized 
Rate  of  Return 

Fiscal  Year  25.04% 

Inception  to  Date  5.84% 


$36,661,539 


23.21% 

3.69% 


Of  the  Fund's  assets,  33%  are  invested  in 
North  Carolina  or  are  managed  by  North 
Carolina  entities. 

The  realized  return  of  the  Venture  Capital 
Investment  Fund  for  the  fiscal  year  to  date  re- 
ported was  25.04%,  versus  a projection  of 
25.00%. 

As  a comparison,  the  total  return  for  the 
S&P  500  for  the  same  time  period  was  20.85%. 
The  S&P  500  has  generated  a total  return  of 
14.86%  during  the  inception  to  date  time  period 
in  which  this  fund  has  generated  a total  return 
of  4.35%  and  a net  realized  return  of  5.84%. 

The  projected  realized  return  for  the  fiscal 
year  ending  June  30,  1997,  is  12.25%,  while  the 
long-term  actuarial  requirement  is  7.50%. 

* Latest  data  available 
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Supplemental  Income  Results 


In  addition  to  the  traditional  sources  of  in- 
come from  the  investment  pool,  there  is  supple- 
mental income  resulting  from  further  active 
management  of  the  investment  funds.  For  the 
fiscal  year  ended  June  30  it  was  more  than  $9.2 
million.  This  income  was  nearly  two  and  one  half 
times  the  entire  operating  expenditures  of  the 
Investment  and  Banking  Division,  which  was 
$3,745,990.  The  largest  component  of  the  sup- 
plemental income  efforts  is  securities  lending, 
which  has  generated  earnings  of  $72.9  million 
since  its  inception  in  1979. 


The  securities  lending  component  is  admin- 
istered by  The  Bank  of  New  York  under  strin- 
gent requirements  established  by  the  State 
Treasurer.  All  securities  are  collateralized  at 
102%,  with  the  investment  of  cash  collateral  be- 
ing limited  to  the  same  securities  which  are 
authorized  for  investment  by  the  Short-term 
Investment  Fund.  The  Bank  of  New  York 
provides  100%  indemnification  to  the  State 
Treasurer  in  the  case  of  borrower  default. 

Chart  23  shows  source  and  monetary  results. 

Chart  23 


Source  Participating  Investment  Funds 

Of 


Income 

Short-term 

Long-term 

Eauitv 

Bond  Proceeds 

Totals 

Securities  Lending 

Stock  Option  Writing 

$6,252,127 

$2,036,790 

$128,240 

593,097 

$ 

$8,417,157 

593,097 

Fail  Balance  Earnings 
Dividend  Reinvestment 

38,961 

96,507 

10,223 

4,816 

21,667 

167,358 

4,816 

Miscellaneous 

5.452 

13.320 

52.600 

71.372 

Totals 

$6,296,540 

$2,146,617 

$788,976 

$21,667 

$9,253,800 
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State  and 
Local  Government 
Finance  Division 


The  State  and  Local  Government  Finance 
Division  is  organized  to  provide  the  State  Treas- 
urer, the  Local  Government  Commission,  the 
North  Carolina  Solid  Waste  Management  Capi- 
tal Projects  Financing  Agency,  and  the  North 
Carolina  Educational  Facilities  Finance  Agency 
with  staff  assistance  in  fulfilling  their  respective 
statutory  functions.  The  Division  is  organized 
along  functional  lines  into  two  major  groups  of 
services:  Debt  Management  and  Fiscal  Manage- 
ment. 

Assistance  is  rendered  to  local  governments 
and  public  authorities  in  North  Carolina  by  the 
Local  Government  Commission  (LGC).  The  LGC, 
staffed  by  the  Department  of  State  Treasurer, 
approves  the  issuance  of  debt  for  all  units  of  lo- 
cal government  and  assists  these  units  with  fis- 
cal management.  The  Commission  is  composed 
of  nine  members:  the  State  Treasurer,  the  Sec- 
retary of  State,  the  State  Auditor,  the  Secretary 
of  Revenue,  and  five  others  by  appointment 
(three  by  the  Governor,  one  by  the  Lieutenant 
Governor,  and  one  by  the  Speaker  of  the  House 
of  Representatives).  The  State  Treasurer  serves 
as  Chairman  and  selects  the  Secretary  of  the 
Commission,  who  heads  the  administrative  staff 
serving  the  Commission. 

The  North  Carolina  Solid  Waste  Manage- 
ment Capital  Projects  Financing  Agency  pro- 
vides a loan  fund  for  financing  the  capital 
expenses  incurred  in  implementing  local  and 
regional  solid  waste  management  programs.  The 
Agency  Board  of  Directors  consists  of  five 


members:  the  State  Treasurer  and  four  others 
by  appointment  (two  by  the  Governor  and  two  by 
the  General  Assembly  upon  the  recommendation 
of  one  each  by  the  Speaker  of  the  House  of  Rep- 
resentatives and  the  President  Pro  Tempore  of 
the  Senate).  Administrative  staff  for  the  Agency 
is  provided  by  the  Department  of  State  Treas- 
urer. 

Private  institutions  of  higher  education  re- 
ceive financing  assistance  through  bonds  issued 
by  the  North  Carolina  Educational  Facilities  Fi- 
nance Agency.  The  Agency  Board  of  Directors  is 
composed  of  seven  members:  the  State  Treas- 
urer, the  State  Auditor,  and  five  others  by  ap- 
pointment (three  by  the  Governor,  one  by  the 
President  of  the  Senate,  and  one  by  the  Speaker 
of  the  House  of  Representatives).  The  adminis- 
trative staff  for  the  Agency  is  provided  by  the 
Department  of  State  Treasurer. 

The  Division  handles  the  sale  and  delivery  of 
all  State  and  local  debt  and  monitors  the  repay- 
ment of  State  and  local  government  debt. 

Solid  Waste 
Management  Capital 
Projects  Financing 
Agency 


North  Carolina 
Educational 
Facilities  Finance 
Agency 


Fiscal 

Management 


Debt 

Management 


Local  Government 

Robert  M.  High 

Commission 

Director 

Operational  Highlights 


• Competitive  tax-exempt  general  obliga- 
tion bond  sales  for  local  governments  ex- 
ceeded $1,185  billion  with  rates  averaging 
72  basis  points  under  the  national  Bond 
Buyer’s  Index,  which  resulted  in  savings  in 
excess  of  $83.1  million  over  the  life  of  these 
bonds. 

• The  State  continued  to  retain  its  excel- 
lent bond  rating  of  “Triple-A,”  one  of  only 


six  in  the  nation  with  this  coveted  rating 
from  all  three  national  rating  agencies. 

• Industrial  revenue  bonds  were  issued 
totaling  over  $300.6  million  resulting  in  the 
creation  of  1,341  jobs  and  the  saving  of 
1,818  jobs. 

• The  staff  made  instructional  presenta- 
tions at  more  than  40  continuing  education 
courses  and  conferences  across  the  State. 
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• Informational  memoranda  on  various 
topics  were  prepared  for  units  of  govern- 
ment, Certified  Public  Accountants,  and 
elected  officials. 

• Again  this  year,  the  staff  prepared  the 
Fiscal  Summary  of  North  Carolina  Coun- 

ties and  the  Fiscal  Summary  of  North  Caro- 
lina Municipalities  in  cooperation  with  the 
North  Carolina  Association  of  County 
Commissioners  and  the  North  Carolina 
League  of  Municipalities,  respectively.  The 
purpose  of  these  publications  is  to  provide 
comparative  financial  information  to 
county  and  municipal  officials  for  their  use 
in  budgeting  and  in  comparing  their  own 
unit's  financial  results  to  those  of  other 
units. 

• Thirty-three  low  interest  rate  clean  wa- 
ter revolving  loans  were  awarded  to  local 


governments  for  the  construction  of  water 
and  sewer  systems. 

• Installment  purchase  contracts  were 
approved  for  over  $352  million,  typically 
for  smaller  projects. 

• The  staff  reviewed  single  audit  reports 
for  more  than  700  units  of  local  govern- 
ment because  of  the  requirements  of  the 
Federal  and  State  Single  Audit  Acts. 

• The  seventh  annual  “State  Treasurer’s 
Governmental  Accounting/Financial  Man- 
agement Awards  Program”  was  sponsored. 
Entries  were  received  from  municipalities, 
counties,  boards  of  education,  and  miscel- 
laneous districts  and  authorities.  Winners 
were  governmental  units  demonstrating 
the  most  improvement  in  accounting  or  fi- 
nancial management  programs,  systems, 
methods,  and  procedures. 


The  State  of  Tax-Exempt  Financing 


As  one  of  the  last  few  remaining  tax  shelters, 
governmental  bonds  continue  to  be  an  attractive 
means  of  financing  for  local  governments.  With- 
out tax-exempt  financing,  the  interest  rate 
charged  on  borrowed  funds  could  increase  from  1 
to  3%,  which  would  ultimately  be  paid  by  utility 
customers  and  taxpayers. 

Market  conditions  were  favorable  for  tax- 
exempt  debt  during  the  fiscal  year.  The  Bond 


Buyer’s  Index  of  20  General  Obligation  Bonds 
ranged  from  a high  of  6.12%  on  August  17,  1995 
and  June  13,  1996,  to  a low  of  5.33%  on  Febru- 
ary 15,  1996. 

During  the  fiscal  year,  21  competitive  tax- 
exempt  general  obligation  refundings  were 
completed  for  local  governments  which  resulted 
in  over  $15.2  million  of  savings  to  local  govern- 
ment taxpayers. 


The  Basic  Functions 

Debt  Management 


The  Division  issues  and  monitors  all  State 
debt  secured  by  a pledge  of  the  taxing  power  of 
the  State.  After  voter  approval  of  a bond  issue 
and  with  the  assistance  of  other  State  agencies, 
the  Division  determines  the  cash  needs,  plans 
for  the  repayment  of  debt  (maturity  schedules), 
and  schedules  bond  sales  at  the  most  appropri- 
ate time.  An  official  statement  describing  the 
bond  issue  and  other  required  disclosures  about 
the  State  is  prepared  with  the  advice  and  coop- 
eration of  bond  counsel.  Finally,  the  Division 
handles  the  actual  sale  and  delivery  of  the 
bonds,  maintains  the  State  bond  records  and 
register  of  bonds,  and  monitors  the  debt  service 
payments.  At  June  30,  1996,  the  State  had  gen- 
eral obligation  bonds  outstanding  of  $945.1  mil- 
lion. (See  Tables  9 and  10.) 


The  Division  also  is  responsible  for  the 
authorization  and  sale  of  revenue  bonds  for  the 
North  Carolina  Medical  Care  Commission,  the 
Municipal  Power  Agencies,  the  North  Carolina 
Educational  Facilities  Finance  Agency,  the 
North  Carolina  Housing  Finance  Agency,  the 
North  Carolina  Solid  Waste  Management  Capi- 
tal Projects  Financing  Agency,  and  the  North 
Carolina  Industrial  Facilities  and  Pollution  Con- 
trol Financing  Authority.  These  bonds  are  se- 
cured only  by  the  specific  revenues  pledged  in 
payment  thereof.  The  staff  works  with  these 
agencies'  personnel  in  determining  the  feasibil- 
ity and  scheduling  of  the  bond  offering,  in  struc- 
turing the  issue  and  the  underlying  security 
documents,  and  in  preparing  the  data  that  must 


30 


be  presented  to  the  Local  Government  Commis- 
sion for  its  approval. 

The  Division  assists  the  State  Treasurer  in 
representing  the  State  m all  presentations  to 
Moody’s  Investors  Service,  Inc.,  Standard  and 
Poor’s  Corporation,  and  Fitch  Investors  Service, 
Inc.,  the  three  national  bond  rating  agencies 
used  by  the  State  and  local  governmental  units 
in  North  Carolina.  The  State  continues  to  have  a 
"Tnple-A’  rating,  the  highest  rating  attainable, 
from  all  three  national  rating  agencies.  This  fa- 
vorable rating  has  enabled  the  State  to  sell  its 
bonds  at  an  interest  rate  considerably  below  the 
Bond  Buyer's  Index,  thereby  providing  tremen- 
dous savings  to  North  Carolina's  taxpayers. 

Another  important  function  of  the  Division  is 
the  approval,  sale,  and  delivery  of  all  North 
Carolina  local  government  bonds  and  notes.  The 
Division  staff  counsels  and  assists  local  govern- 
mental units  in  determining  the  necessity  of  the 
project,  the  size  of  the  issue,  and  the  most  expe- 
dient form  of  financing.  A review  is  made  of  the 
debt  management  policies  of  the  unit,  the  effect 
of  the  financing  on  the  tax  rate,  and  the  unit’s 
compliance  with  The  Local  Government  Budget 
and  Fiscal  Control  Act.  Sale  dates  are  scheduled 
depending  on  the  need  for  the  money,  the  antici- 
pated interest  rates,  and  the  times  when  the 
bonds  can  be  sold  with  a minimum  of  competi- 
tion. The  staff  strives  to  resolve  all  problems  and 
determine  that  all  statutory  requirements  are 
met  before  applications  are  presented  to  the  Lo- 
cal Government  Commission  for  approval. 

After  approval  is  granted,  the  governmental 
unit  and  its  bond  counsel  assist  the  staff  in  gath- 
ering and  assembling  information  for  an  official 
statement,  which  is  mailed  to  a large  group  of 
investment  bankers  nationwide.  The  general 
obligation  bonds  are  awarded  through  the  com- 
petitive bid  process  on  the  basis  of  lowest  total 
net  interest  cost  to  the  governmental  unit.  After 
the  sale,  the  staff  delivers  and  validates  the  de- 
finitive bonds  and  ensures  that  the  moneys  are 
promptly  transferred  from  the  buying  brokers  to 
the  governmental  unit. 

In  addition  to  bond  sales,  the  staff  assists  the 
units  in  selling  certain  short-term  debt  obliga- 
tions. These  may  be  bond  anticipation  notes  to 
provide  interim  funding  of  projects  until  the  de- 
finitive bonds  are  sold,  or  they  may  be  other 
notes  secured  by  specific  pledges  of  taxes, 
grants,  or  future  revenues.  Authorization  for 
short-term  debt  obligations  also  is  based  upon 
Local  Government  Commission  approval. 


Debt  records  are  maintained  for  all  units  on 
principal  and  interest  payments  coming  due  in 
the  current  and  future  years.  All  debt  service 
payments  are  monitored  through  a system  of 
monthly  reports. 

At  June  30,  1996,  authorized  and  unissued 
general  obligation  bonds  for  local  governments 
amounted  to  $1,674,647,800;  and  general  obli- 
gation debt  outstanding  amounted  to 
$5,872,609,668.  (See  Table  9.)  During  the  1995- 
96  fiscal  year,  bonds  and  notes  were  sold  in  the 
amount  of  $1,687,242,019.  (See  Chart  24.)  Of  the 
$1,275,555,000  in  general  obligation  bonds  mar- 
keted for  local  units,  $1,185,050,000  were  sold 
competitively  at  tax-exempt  rates  averaging  ap- 
proximately 72  basis  points  below  the  national 
average  (according  to  the  Bond  Buyer’s  Index), 
thus  saving  these  local  units  approximately  $8.3 
million  in  interest  costs  for  the  first  year.  Over 
the  life  of  these  bonds,  the  issuers  are  expected 
to  save  in  excess  of  $83.1  million  in  interest 
costs.  Such  savings  are  a result,  in  part,  of  the 
Division’s  successful  efforts  in  maintaining  and 
upgrading  the  bond  ratings  of  the  State  and  local 
units  and  in  monitoring  the  fiscal  soundness  of 
the  individual  local  units. 

The  Division’s  staff  also  assists  in  the  sale  of 
revenue  bonds,  which  must  have  the  Commis- 
sion’s approval  in  order  to  be  issued  by  munici- 
palities, joint  municipal  electric  power  agencies, 
and  county  industrial  facilities  and  pollution 
control  financing  authorities.  These  bonds  are 
secured  only  by  specific  revenue  pledged  in 
payment  of  the  bonds.  (See  Chart  25.) 

Another  responsibility  of  the  Division’s  staff 
is  assisting  units  that  desire  to  enter  into 
agreements  to  finance  the  lease  or  installment 
purchase  of  capital  assets.  Local  Government 
Commission  approval  is  required  when  the  con- 
tract or  agreement  extends  for  five  or  more 
years;  and  obligates  the  unit  to  pay  sums  of 
money  to  another,  without  regard  to  whether  the 
payee  is  a party  to  the  contract;  and  obligates 
the  unit  to  the  extent  of  $500,000  or  a sum  equal 
to  one  tenth  of  one  percent  (1/10  of  1%)  of  the 
appraised  value  of  property  subject  to  taxation 
by  the  unit,  whichever  is  less.  Local  Government 
Commission  approval  also  is  required  when  the 
contract  or  agreement  involves  the  construction 
or  repair  of  fixtures  or  improvements  on  real 
property  and  it  is  not  exempted  in  G.S.  159- 
148(b). 

Before  approving  such  agreements,  the  Local 
Government  Commission  must  find  that  the 


31 


proposed  project  is  necessary  and  expedient,  the 
proposed  undertaking  cannot  be  economically 
financed  by  a bond  issue,  and  the  contract  will 
not  require  an  excessive  increase  in  taxes.  Dur- 
ing the  fiscal  year  ended  June  30,  1996,  the  Lo- 
cal Government  Commission  approved  contracts 
or  other  agreements  totaling  over  $352  million. 
(See  Table  6.) 

The  Division  also  serves  as  staff  to  the  North 
Carolina  Educational  Facilities  Finance  Agency, 
an  agency  established  by  the  General  Assembly 
in  1986  and  authorized  to  finance  or  refinance, 
construct,  provide,  or  acquire  higher  educational 
facilities.  This  Agency  affords  private  institu- 
tions of  higher  education  in  the  State  a measure 


of  assistance  and  an  alternative  method  for  pro- 
viding needed  facilities  and  structures. 

Following  initial  contact  from  a col- 
lege/university, the  staff  generally  begins  the 
process  of  determining  project  feasibility  and 
desirability  with  a preliminary  conference.  Upon 
receipt  of  an  application,  the  financial  capability 
and  responsibility  of  the  college/university  is 
reviewed  through  ratio  and  trend  analysis.  The 
staff  presents  the  project  and  its  recommenda- 
tions to  the  seven-member  North  Carolina  Edu- 
cational Facilities  Finance  Agency  and 
subsequently  to  the  Local  Government  Commis- 
sion for  approval.  (All  debt  issued  by  the  Agency 
also  must  be  approved  by  the  Local  Government 
Commission.) 
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Chart  24 

Purposes  For  Which  Local  Governments 
Sold  Bonds  And  Notes 


Fiscal  Year  1995-96 

Total 

School 

Utilities 

Other 

No. 

Amount 

G.O.  Bonds 

Counties 

$468,835,000 

$ 20,767,000  $ 184,330,000 

30 

$ 673,932,000 

Municipalities 

— 

266,206,000 

299,653,000 

39 

565,859,000 

Districts  and  Authorities 

— 

21,379,000 

14,385.000 

15 

35,764,000 

Total  G.O.  Bonds 

468.835.000 

308.352,000 

498.368.000 

84 

1.275.555,000 

Revenue  Bonds 

Counties 

28,755,000 

155,590,000 

7 

184,345,000 

Municipalities 

— 

83,302,519 

4,245,000 

7 

87,547,519 

Authorities 

— 

— 

78,300,000 

1 

78.300,000 

Total  Revenue  Bonds 



112.057.519 

238,135.000 

15 

350.192.519 

Special  Obligation  Bonds  — 

Solid  Waste 

Counties 

8,420,000 

1 

8,420,000 

Municipalities 

— 

6.300.000 

— 

1 

6.300.000 

Total  Special 

Obligation  Bonds 

14.720.000 

2 

14.720.000 

Notes 

G.O.  Bond  Anticipation 

Notes 

10.730,000 

35.044.500 

1,000.000 

31 

46.774.500 

Total 

Total  Bonds  and 

10.730,000 

35.044.500 

1.000.000 

31 

46.774.500 

Notes 

8479  565  000 

8 470.174  019  8737.503.000 

132 

$1,687,242,019 

Chart  25 

Debt  Management  Activities  - State  And  Local 

(In  Millions  Of  Dollars) 

FY  1995-96 

FY  1994-95 

FY  1993-94 

No.  Amt. 

No. 

Amt. 

No.  Amt. 

Bonds  Sold  for  State 

G.O.  Bonds  (General  Fund) 

0 $ 0 

4 £. 

145.0 

6 $662.2 

Total 

0 0 

4 

145.0 

6 662.2 

Bonds  and  Notes  Sold  for  Local  Governmental  Units: 

G.O.  Bonds 

84  1,275.6 

59 

402.3 

92  1,742.4 

Revenue  Bonds 

15  350.2 

7 

114.5 

15  409.9 

Special  Obligation  Bonds  — 

Solid  Waste 

2 14.7 

1 

5.0 

3 10.4 

G.O.  Notes 

31  46.8 

28 

79.8 

29  70.5 

Revenue  Notes 

- 

2 

1.4 

2 18.6 

Total 

132  1.687.3 

97 

603.0 

141  2.251.8 

Bonds  Sold  for: 

Medical  Care  Commission: 

Revenue  Bonds 

6 213.9 

1 

19.1 

11  291.2 

Housing  Finance  Agency: 

Revenue  Bonds 

Power  Agencies: 

6 162.7 

2 

120.0 

3 69.8 

Revenue  Bonds 

2 350.9 

0 

0 

1 524.4 

Industrial  Facilities  and  Pollution  Control 

Financing  Authorities: 
Revenue  Bonds 

30  300.6 

18 

125.2 

14  342.7 

Educational  Facilities  Finance  Agency: 

Revenue  Bonds 

1 10.0 

1 

2.9 

5 44.7 

Total 

45  1.038.1 

22 

267.2 

34  1.272.8 

Grand  Total 

177  82.725.4 

123  81.015.2 

181  $4,186.8 
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Fiscal  Management 


Another  function  of  the  Division  involves 
monitoring  certain  fiscal  and  accounting  stan- 
dards prescribed  for  local  governmental  units  by 
The  Local  Government  Budget  and  Fiscal  Con- 
trol Act.  As  a part  of  its  role  in  assisting  local 
units  and  monitoring  their  fiscal  programs,  the 
Division  provides  guidance  in  following  gener- 
ally accepted  accounting  principles.  The  Local 
Government  Budget  and  Fiscal  Control  Act  re- 
quires each  unit  of  local  government  to  have  its 
accounts  audited  annually  by  a Certified  Public 
Accountant  or  by  an  accountant  certified  by  the 
Commission  as  qualified  to  audit  local  govern- 
ment accounts.  Each  local  government  is  re- 
quired to  file  a copy  of  its  annual  audit  report 
with  the  Division  and  submit  all  invoices  to  the 
Division  for  approval.  The  Division  monitors  the 
annual  audit  reports  for  compliance  with  gen- 
erally accepted  accounting  principles  and  single 
audit  disclosure  requirements.  Also,  a detailed 
analysis  is  made  of  the  financial  condition  of 
each  unit.  In  analyzing  a unit’s  financial  condi- 
tion, staff  members  look  not  only  at  financial 
ratios  and  budgetary  indicators,  but  also  at  pos- 
sible trends  that  may  be  early  warning  signs  of 
potential  financial  difficulties.  Problems  or  con- 
cerns are  brought  to  the  attention  of  the  gov- 
ernmental units  and,  if  problems  persist  or 
become  more  serious,  unit  visits  are  made  by 
staff  members  in  order  to  provide  hands-on 
technical  assistance. 

In  providing  assistance  to  local  governments, 
units  are  counseled  in  accounting  systems  and 
internal  controls,  cash  and  investment  manage- 
ment, budget  preparation,  risk  management, 
capital  planning,  and  changes  in  laws  and  regu- 
lations. On-site  assistance  is  furnished  to  local 
governments  with  regard  to  financial  and  ac- 
counting systems  and  management  services. 
Educational  programs,  in  the  form  of  seminars 
and  classes,  also  are  provided  in  order  to  ac- 
complish these  tasks.  Staff  members  make  pres- 
entations throughout  the  year  at  various 
workshops  sponsored  by  the  Institute  of  Gov- 


ernment; the  North  Carolina  Government  Fi- 
nance Officers  Association;  the  North  Carolina 
Association  of  County  Finance  Officers;  the  As- 
sociation of  Government  Accountants;  the  N.C. 
Local  Government  Investment  Association;  and 
numerous  other  county,  municipal,  and  school 
organizations. 

The  Division  has  expanded  its  assistance 
role  by  maintaining  computerized  databases  of 
historical  information  from  local  government 
audit  reports,  city  and  county  Annual  Financial 
Information  Reports,  and  Reports  of  Deposits 
and  Investments.  The  information  collected  is 
used  in  a variety  of  ways  to  automate  operations 
and  enhance  the  assistance  provided  to  local 
governments.  The  files  also  are  utilized  in  spe- 
cial projects  that  benefit  the  operations  of  the 
State.  Upon  request,  data  is  provided  to  such 
organizations  as  the  U.S.  Bureau  of  the  Census, 
the  N.C.  Department  of  Revenue,  the  General 
Assembly,  the  N.C.  League  of  Municipalities,  the 
Institute  of  Government,  and  the  N.C.  Associa- 
tion of  County  Commissioners  to  assist  these 
groups  in  their  activities. 

Because  of  recent  changes  in  the  field  of  gov- 
ernmental accounting  and  the  enactment  of  the 
Federal  Single  Audit  Act  and  the  State  Single 
Audit  Act,  continuing  assistance  is  provided  to 
the  independent  auditors  of  local  governments, 
particularly  in  the  area  of  professional  educa- 
tion. Several  members  of  the  staff  serve  on  the 
Governmental  Accounting  and  Auditing  Com- 
mittee of  the  North  Carolina  Association  of  Cer- 
tified Public  Accountants  (NCACPA).  The  staff 
helps  prepare  and  instruct  several  continuing 
professional  education  courses  in  governmental 
accounting  and  auditing.  These  are  presented 
several  times  annually  to  independent  auditors 
through  the  auspices  of  the  NCACPA.  In  addi- 
tion, all  exposure  drafts  of  the  Governmental 
Accounting  Standards  Board  (GASB)  are  ana- 
lyzed, and  the  staffs  comments  and  recommen- 
dations on  these  drafts  are  submitted  to  the 
GASB. 


Significant  Accomplishments 

Debt  Management 

Installment  and  Lease  Purchase  Agreements — ments,  typically  for  smaller  projects  for  which  a 
The  installment  and  lease  purchase  method  of  bond  referendum  is  not  cost  effective  and  for  es- 
financing  continues  to  be  used  by  local  govern-  sential  projects  for  which  units  of  government 
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face  mandates.  The  number  of  units  using  this 
alternative  financing  method  increased  from  97 
units  to  102,  and  the  dollar  volume  decreased 
from  $493.1  million  in  FY  1994-95  to  $352.7  mil- 
lion in  FY  1995-96.  (See  Table  6.) 

Industrial  Revenue  Bonds  — The  use  of 
industrial  revenue  bonds  has  contributed  to 
North  Carolina’s  impressive  record  of  industrial 
development.  These  bonds  provide  tax-exempt 
financing  and  are  used  to  attract  manufacturing 
industries  to  the  State.  Since  1976,  there  have 
been  932  issues  totaling  over  $4.6  billion.  In  the 
fiscal  year  ended  June  30,  1996,  30  issues  of  In- 
dustrial Revenue  and  Pollution  Control  Facili- 
ties Bonds  were  approved  for  a total  of 
$300,625,000.  This  resulted  in  the  creation  of 
1,341  jobs  in  addition  to  1,818  jobs  saved. 

Volume  Cap  Allocation  — Legislation  was 
approved  by  the  1987  Session  of  the  General  As- 
sembly to  maintain  a State  pool  of  the  federal 
volume  cap  from  which  projects  for  industry,  low 
and  moderate  income  housing,  low-interest  rate 
student  loans,  etc.,  could  be  approved,  thus  giv- 
ing maximum  flexibility  in  use  of  the  volume 
cap.  The  volume  cap  allocation  affords  tax- 
exempt  financing  for  projects  of  this  type.  For 
the  calendar  year  1996,  the  State  was  allotted 
$337.5  million  to  use  for  private  activity  bonds. 
In  1997,  the  volume  cap  is  expected  to  increase 
slightly. 

“Triple-A”  General  Obligation  Bond 
Ratings  — A “Triple-A”  general  obligation  bond 
rating  is  the  highest  attainable  and  reflects 
strengths  in  debt  position,  economic  base,  ad- 
ministrative variables,  and  financial  perform- 
ance. Standard  & Poor’s  rating  agency  has 
assigned  “Triple-A”  general  obligation  long-term 
debt  ratings  to  states,  counties,  and  cities 
throughout  the  entire  United  States;  approxi- 
mately one  out  of  every  four  of  those  are  North 
Carolina  units.  The  following  North  Carolina 
units  have  “Tnple-A”  bond  ratings  issued  by 
Standard  & Poor’s:  the  State  of  North  Carolina; 
the  counties  of  Durham,  Forsyth,  Mecklenburg, 
and  Wake;  and  the  cities  of  Charlotte,  Durham, 
Greensboro,  Raleigh  and  Winston-Salem.  In  ad- 
dition, the  Special  Airport  District  of  Durham 
and  Wake  counties  also  enjoys  a “Triple-A”  rat- 
ing. To  quote  from  Standard  & Poor’s  Credit 


Surveys:  “The  ‘AAA’  General  Obligation  rating 
for  cities,  counties,  and  states  indicates  that  very 
high  standards  have  been  achieved  and  main- 
tained.” 

North  Carolina  Educational  Facilities 
Finance  Agency  — The  North  Carolina  Edu- 
cational Facilities  Finance  Agency  (NCEFFA), 
created  in  1986  by  the  General  Assembly,  pro- 
vides the  benefits  of  tax-exempt  financing  to 
nonprofit,  private  institutions  of  higher  educa- 
tion in  the  State  of  North  Carolina.  This  can 
mean  considerable  savings  in  interest  costs  for 
these  institutions  over  the  life  of  a bond  issue. 
Most  capital  projects  undertaken  by  a college  or 
university  can  be  financed  through  the  Agency 
except  for  items  that  are  customarily  deemed  to 
be  current  operating  charges,  facilities  used  as  a 
place  of  religious  worship,  and  facilities  used  by 
a department  of  divinity  for  any  religious  de- 
nomination. 

Thus  far,  the  Agency  has  provided  over  $415 
million  in  capital  financing  for  12  different  col- 
leges/universities. During  1995-96,  the  Agency 
issued  $10  million  for  Methodist  College. 

North  Carolina  Clean  Water  Revolving 
Loan  and  Grant  Funds  — The  North  Carolina 
Clean  Water  Revolving  Loan  and  Grant  Fund 
was  established  by  the  1987  General  Assembly 
to  provide  low-interest  rate  loans  to  local  gov- 
ernments constructing  or  improving  upon  water 
and  sewer  operations.  Demand  for  the  funds  has 
far  exceeded  the  amount  appropriated.  The  in- 
tent is  for  this  Fund  to  become  self-perpetuating 
and  for  a permanent  water  and  sewer  loan  fund 
to  be  made  available. 

The  staff  is  responsible  for  reviewing  the 
applicant’s  fiscal/debt  management  policies;  de- 
termining the  feasibility  of  the  project;  and  co- 
ordinating the  loan  offers  with  the  Department 
of  Environment,  Health,  and  Natural  Resources. 
Maturity  schedules  are  prepared  for  each  loan, 
and  the  staff  oversees  the  signing  of  the  promis- 
sory notes. 

In  1995-96,  a total  of  33  units  were  selected 
to  receive  loans  ranging  from  $30,000  to  $12.3 
million.  From  our  review,  there  was  no  evidence 
that  these  33  successful  applicants  would  have 
been  excluded  from  selling  general  obligation 
bonds  in  the  marketplace.  (See  Table  8.) 
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Fiscal  Management 


Local  Government  Statistical  Profiles 
Issued  — The  staff  completed  the  Fiscal  Sum- 
mary of  North  Carolina  Counties  and  the  Fiscal 
Summary  of  North  Carolina  Municipalities, 

which  provide  comparative  financial  information 
for  county  and  municipal  governments.  The 
summaries  are  the  result  of  a joint  effort  by  the 
Department  of  State  Treasurer,  the  Association 
of  County  Commissioners,  and  the  League  of 
Municipalities  to  present  a collection  of  financial 
data  for  analysis  by  local  government  officials. 
These  summaries  are  targeted  primarily  for 
elected  and  appointed  officials  of  local  govern- 
ments for  use  during  the  annual  budget  process. 
The  use  of  graphs  should  enhance  the  summa- 
ries’ usefulness  to  board  members  and  also  to 
the  general  public  and  the  news  media. 

The  Fiscal  Summary  of  North  Carolina 
Counties  is  organized  into  three  sections  to  fa- 
cilitate different  levels  of  analysis.  The  first  sec- 
tion presents  a financial  overview  of  county 
governments  for  the  last  five  fiscal  years,  includ- 
ing statewide  and  population  grouping  statistics. 
The  second  section  provides  comparative  finan- 
cial information  for  individual  local  governments 
primarily  through  the  use  of  graphs.  It  includes 
information  about  their  revenues,  expenditures, 
property  taxes,  and  available  fund  balances.  The 
last  section  provides  a summary  of  supplemental 
tax  levies  for  local  school  districts. 

The  Fiscal  Summary  of  North  Carolina  Mu- 
nicipalities is  more  summarized.  The  first  sec- 
tion presents  a financial  overview  of  municipal 
governments  for  the  last  five  fiscal  years,  includ- 
ing statewide  and  population  grouping  statistics. 
The  second  section  displays  statistics  on  reve- 
nues and  expenditures  using  graphs.  The  last 
section  provides  comparative  financial  informa- 
tion for  each  municipality  with  a population  of 
5,000  and  above. 

All  of  this  data  will  assist  in  comparing  cur- 
rent operations  of  a local  government  to  its  own 
past  performance,  to  similar  local  governments, 
and  to  statewide  averages.  Comparisons  should 
identify  inefficiencies,  areas  of  excess  expendi- 
tures, and  untapped  revenue  sources.  These 
publications  are  updated  on  an  annual  basis. 

The  North  Carolina  Capital  Manage- 
ment Trust  — The  balance  of  the  Cash  Portfolio 
in  the  North  Carolina  Capital  Management 
Trust  (NCCMT)  increased  approximately  10% 


from  June  30,  1995  to  June  30,  1996.  At  fiscal 
year-end,  the  Cash  Portfolio  totaled  $1.74  bil- 
lion, while  the  Term  Portfolio  had  a year-end 
balance  of  $64  million,  a 9%  decrease.  There 
were  560  participants  in  the  Cash  Portfolio  at 
June  30,  1996,  as  compared  to  541  one  year  ear- 
lier. The  number  of  participants  in  the  Term 
Portfolio  was  117  at  June  30,  1996,  as  compared 
to  115  one  year  earlier.  The  NCCMT  is  one  of  the 
largest  local  government  investment  pools  in  the 
nation. 

Review  of  Semi-annual  Reports  of  De- 
posits and  Investments  — The  semi-annual 
Reports  of  Deposits  and  Investments  for  the  six 
months  ended  June  30,  1995  and  December  31, 
1995,  submitted  by  local  governments  and  public 
authorities,  were  examined  by  the  staff  of  the 
Division.  The  reports  were  reviewed  to  deter- 
mine strengths  and  weaknesses  in  the  units’  in- 
vestment portfolios  and  to  identify  instances  of 
noncompliance  with  the  North  Carolina  General 
Statutes.  Weaknesses  were  communicated  in 
writing  to  the  units  along  with  suggestions  for 
improvement. 

Financial  Section  of  Bond  Offering 
Statements  — The  staff  prepared  or  assisted  in 
the  preparation  of  the  financial  section  of  52 
bond  offering  statements  during  the  fiscal  year. 
The  purpose  of  the  financial  section  of  a bond 
offering  statement  is  to  provide  users  with  sev- 
eral years’  financial  information  about  a unit  of 
local  government.  In  order  to  be  most  meaning- 
ful, the  presentation  of  this  multi-year  informa- 
tion must  be  consistent  in  its  application  of 
generally  accepted  accounting  principles 
(GAAP),  a particular  unit’s  accounting  policies, 
and  the  requirements  of  the  General  Statutes. 

The  financial  section  of  a local  government’s 
bond  offering  statement  includes:  1)  a copy  of  the 
unit’s  most  recently  audited  and  issued  general 
purpose  financial  statements,  including  the 
notes;  2)  compiled  financial  statements  of  the 
governmental  and  enterprise  fund  types  of  the 
unit  for  the  three  most  recent  fiscal  years,  also 
including  notes;  and  3)  compiled  budget  state- 
ments for  all  annually  budgeted  governmental 
and  enterprise  fund  types  that  summarize  the 
budgets  adopted  subsequent  to  the  most  recently 
audited  fiscal  year. 

The  preparation  of  the  financial  section  of 
bond  offering  statements  requires  a careful 
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analysis  and  can  be  a very  complex  process. 
First,  the  staff  reviews  the  most  recent  year’s 
general  purpose  financial  statements  for  presen- 
tation in  accordance  with  GAAP  and  compliance 
with  North  Carolina  statutes,  and  sometimes 
requests  that  changes  be  made  in  order  for  the 
statements  to  be  of  the  highest  possible  quality. 
Next,  the  staff  prepares  compiled  financial 
statements  of  governmental  and  enterprise  fund 
types  for  the  three  most  recent  fiscal  years.  Ad- 
justments must  often  be  made  for  changes  in 
presentation,  changes  in  GAAP,  changes  in  the 
reporting  entity,  or  corrections  of  errors.  Any 
material  adjustments  made  are  fully  disclosed  in 
the  notes  to  the  compiled  financial  statements. 
Finally,  the  staff  reviews  compiled  budgets  pre- 
pared by  the  unit. 

Analysis  of  Official  Pronouncements  — 

Each  year  the  staff  responds  to  proposed 
changes  or  additions  to  accounting  standards 
that  would  eventually  affect  State  and  local  gov- 
ernment financial  reporting.  The  majority  of 
such  changes  are  issued  by  the  Governmental 
Accounting  Standards  Board  (GASB),  which  has 
the  authority  to  set  GAAP  for  state  and  local 
governments.  The  purpose  of  the  staffs  re- 
sponses is  to  provide  input  into  the  development 
of  governmental  accounting  standards  in  light  of 
the  impact  they  would  have  on  North  Carolina 
local  governments  and  the  State  as  well.  During 
the  past  year,  the  staff  analyzed  proposed  GASB 
standards  dealing  with  the  governmental  finan- 
cial reporting  model,  accounting  and  financial 
reporting  for  investments  and  external  invest- 
ment pools,  risk  financing,  contributions  to  risk 
financing  pools,  and  reverse  repurchase  agree- 
ments. 

Instructional  Support  for  Continuing 
Education  Courses  and  Conferences  — Staff 
members  spoke  at  more  than  40  continuing  edu- 
cation courses  and  conferences  sponsored  by  or- 
ganizations such  as  the  Institute  of  Government 
in  Chapel  Hill,  the  North  Carolina  Government 
Finance  Officers  Association,  the  North  Carolina 
Association  of  County  Finance  Officers,  the 
North  Carolina  Local  Government  Investment 
Association,  and  the  North  Carolina  Association 
of  Certified  Public  Accountants  (NCACPA)  as 
well  as  various  regional  chapters  of  the 
NCACPA.  Instruction  was  provided  by  the  staff 
at  the  beginning,  intermediate,  and  advanced 
levels  for  a wide  range  of  local  government  em- 
ployees and  board  members  as  well  as  independ- 
ent auditors  of  local  governments. 


Monitoring  Compliance  with  “Yellow 
Book”  Requirements  — Paragraph  3.36  of  the 
1994  Government  Auditing  Standards  issued  by 
the  Comptroller  General  of  the  United  States, 
commonly  known  as  the  “Yellow  Book,”  contains 
a new  requirement  that  auditors  submit  a copy 
of  their  most  recent  external  quality  control  re- 
view report  to  the  party  contracting  for  the 
audit.  This  requirement  was  first  effective  for 
audits  of  financial  statements  for  the  fiscal  year 
ended  June  30,  1995.  Auditors  are  required  by 
the  “Yellow  Book”  to  have  an  external  review  of 
their  quality  control  procedures  once  every  three 
years.  In  order  for  audit  contracts  for  the  fiscal 
year  ended  June  30,  1996  to  be  approved,  audi- 
tors were  required  to  submit  a copy  of  their  most 
recent  report  to  the  unit  of  government  and  to 
our  staff.  External  quality  review  reports  have 
been  received  from  190  auditors. 

Audit  Manual  for  Governmental  Audi- 

tors — The  audit  manual  issued  to  CPAs  per- 
forming governmental  audits  in  North  Carolina 
contains  the  following:  references  to  authorita- 
tive sources  and  literature,  illustrative  financial 
statements  (for  a municipality,  a county,  a 
county  board  of  education,  a housing  authority, 
and  a soil  and  water  conservation  district), 
sample  independent  auditor’s  reports  as  well  as 
single  audit  reports,  memoranda  and  publica- 
tions, and  compliance  supplements  written  by 
State  agencies  for  various  federal  and  State 
grants.  The  State  Single  Audit  legislation  man- 
dates the  preparation  of  compliance  supplements 
by  State  agencies,  their  review  and  approval  by 
the  State  Auditor,  and  issuance  by  the  Division. 
In  addition,  the  manual  is  updated  each  year  to 
reflect  the  pronouncements  of  the  GASB  and 
Statements  of  Position  of  the  AICPA  issued 
during  the  year  and  other  newly  available  in- 
formation. 

Audit  Review  Process  — The  staff  of  the 
Division  annually  reviews  the  audit  reports  of 
approximately  1,050  units  of  local  government. 
Each  review  consists  of  the  following:  an  analy- 
sis of  proper  presentation  of  the  financial  state- 
ments in  accordance  with  generally  accepted 
accounting  principles;  an  analysis  of  proper  re- 
porting in  accordance  with  single  audit  require- 
ments, where  applicable;  and  an  evaluation  of 
the  financial  condition  of  the  unit  and  its  com- 
pliance with  The  Local  Government  Budget  and 
Fiscal  Control  Act,  as  well  as  other  State  laws. 
Where  problems  are  noted,  local  governments 
and  public  authorities,  as  well  as  their  inde- 
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pendent  auditors,  receive  written  communica- 
tion expressing  the  staffs  concerns,  suggestions 
for  improvements,  and  an  offer  of  further  assis- 
tance, if  needed.  The  written  communications 
also  refer  the  recipients  to  specific  sections  of  the 
Department  of  State  Treasurer  Policies  Manual 

that  provide  assistance  in  the  noted  problem  ar- 
eas. A response  detailing  the  unit’s  plans  to  take 
corrective  action  is  requested.  Approximately 
200  of  these  letters  were  sent  to  units  of  local 
government  during  the  1995-96  fiscal  year. 

As  a part  of  the  audit  review  process,  the 
Division’s  staff  reviewed  more  than  700  single 
audits.  An  extensive  review  is  performed  to  en- 
sure that  audits  performed  under  the  federal 
and  State  single  audit  acts  meet  all  the  provi- 
sions of  the  law,  as  well  as  federal  and  State  re- 
quirements. This  is  necessary  before  auditors’ 
invoices  can  be  approved,  so  that  State  depart- 
ments and  agencies  can  rely  on  the  reports  as  a 
basis  for  compliance  with  applicable  federal  and 
State  regulations. 

Memoranda  and  Other  Publications  — 

A significant  service  provided  by  the  staff  of  the 
Division  is  the  preparation  and  distribution  of 
memoranda  to  units  of  local  government  and 
their  independent  auditors.  These  memoranda 
are  of  an  informational,  technical,  or  statistical 
nature  and  are  distributed  to  finance  officers, 
elected  officials,  and  independent  auditors  peri- 
odically throughout  the  year. 

Topics  of  particular  interest  this  year  include 
annual  financial  reporting  requirements  for  local 
governments  and  public  authorities  which  are 
component  units  of  local  governments,  and  ac- 
counting for  fees  collected  under  G.S.  14-415.19 
for  concealed  handgun  permits.  Other  topics  in- 
cluded findings  based  on  the  staff  s review  of  the 
previous  year’s  audits;  issues  related  to  the  prior 
year’s  single  audits;  required  pension  note  dis- 
closures for  1996  audited  financial  statements; 
changes  in  procedures  regarding  the  contract  to 
audit  accounts,  invoice  approval  and  draft  report 
reviews;  the  collateralization  of  public  deposits; 
and  the  impact  of  escalating  power  costs  on 
municipalities  operating  electric  systems  in 
North  Carolina. 

Other  memoranda  distributed  by  the  staff 
throughout  the  year  contain  statistical  data  of 
use  to  the  governmental  units,  their  independ- 
ent auditors,  and  elected  officials.  Examples  in- 
clude a report  and  analysis  of  cash  and  taxes  of 
municipalities  and  counties  as  reported  at  June 
30,  1995;  reports  on  hospital  operations  and 


funding;  county  spending  for  public  school  capi- 
tal outlay;  county  appropriations  to  local  public 
school  current  expense  funds;  statistical  infor- 
mation on  electric  system  operations;  and  sta- 
tistical information  on  the  ability  of 
municipalities  to  finance  future  capital  im- 
provements of  water  and  sewer  systems.  Gov- 
ernmental units  may  use  these  reports  to 
compare  their  operations  to  those  of  other  units 
of  like-size,  geographic  location,  or  to  statewide 
averages.  Independent  auditors  use  this  infor- 
mation to  assist  in  the  audit  process.  One  of 
these  reports  is  required  by  the  N.C.  General 
Statutes  to  be  prepared  and  provided  to  the 
General  Assembly. 

Another  publication  updated  annually  is  an 
illustrative  comprehensive  annual  financial  re- 
port (CAFR),  prepared  in  cooperation  with  the 
Institute  of  Government  in  Chapel  Hill.  The 
CAFR  is  utilized  as  supporting  material  for  edu- 
cational programs  conducted  by  the  Institute. 

State  Treasurer’s  Governmental  Accounts 
ing/Financial  Management  Awards  Program  — 
The  seventh  annual  “State  Treasurer’s  Govern- 
mental Accounting/Financial  Management 
Awards  Program”  was  sponsored.  This  awards 
program  is  designed  to  recognize  units  of  gov- 
ernment that  have  enhanced  their  current  op- 
erations through  the  implementation  of  new  and 
improved  accounting  and  financial  management 
programs. 

Entries  addressing  a variety  of  topics  were 
submitted  for  this  year’s  awards  program.  The 
applications  were  evaluated  by  the  Governmen- 
tal Accounting  and  Auditing  Committee  of  the 
North  Carolina  Association  of  Certified  Public 
Accountants.  The  awards  are  presented  by  a 
representative  of  the  Department  during  board 
meetings  of  the  individual  units. 

The  awards  program  benefits  applicant  units 
that  are  recognized  for  their  efforts  and  accom- 
plishments. Also,  an  exchange  of  ideas  between 
local  governments  occurs  as  a result  of  the  pub- 
licity surrounding  this  program.  Application 
forms  are  mailed  annually  to  all  local  units  of 
government. 

Monitoring  Compliance  with  New  Eco- 
nomic Development  Laws  — General  Statute 
158-7.1  requires  municipalities  and  counties  to 
report  economic  development  activities  to  the 
staff  of  the  Local  Government  Commission,  and 
requires  the  Commission  to  monitor  their  com- 
pliance within  the  limits  on  economic  develop- 
ment activities  imposed  by  the  Statute.  Munici- 
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palities  and  counties  are  required  to  report  these 
activities  in  their  Annual  Financial  Information 
Report.  The  staff  then  reviews  the  reports  to  de- 
termine that  units  have  complied  with  the  Stat- 
ute. If  it  is  discovered  that  a unit  is  in  violation 
of  the  requirements  of  that  Statute,  the  munici- 
pality or  county  must  submit  all  appropriations 
and  expenditures  for  economic  development  ac- 
tivities to  the  Commission  for  approval  for  the 
next  three  fiscal  years. 

Arbitrage  Requirements  for  State 
Bonds  — In  order  to  preserve  the  tax-exempt 
status  of  the  general  obligation  bond  issues  of 
the  State  that  are  currently  outstanding,  the 
staff  continues  to  perform  several  tasks  which 
are  necessary  to  ensure  compliance  with  arbi- 
trage regulations  of  the  Internal  Revenue  Serv- 
ice. The  projects  involve  monitoring  investment 
yields,  monitoring  penalties  in  lieu  of  rebate  re- 
quirements, preparing  monthly  status  reports  on 
each  bond  issue,  and  preparing  information  for 
use  by  bond  counsel  and  other  outside  profes- 
sionals, who  in  turn  provide  technical  assistance 
to  the  staff. 

Guaranteed  Energy  Savings  Contracts  — 

In  July  of  1994,  the  General  Assembly  enacted  a 
bill  to  authorize  units  of  local  government,  in- 
cluding school  boards,  to  enter  into  guaranteed 
energy  savings  contracts  in  order  to  finance  en- 
ergy conservation  measures  in  local  public  fa- 
cilities. Local  governments  that  enter  into  a 
guaranteed  energy  savings  contract  must  report 
the  terms  of  the  contract  to  the  Local  Govern- 
ment Commission.  The  Commission  is  required 
to  compile  the  information  and  report  it  bien- 
nially to  the  Joint  Legislative  Commission  on 
Governmental  Operations.  The  Commission  re- 
ports the  energy  savings  expected  to  be  realized 
from  each  contract  and,  with  the  assistance  of 
the  Office  of  State  Construction,  evaluates 
whether  the  expected  savings  have  in  fact  been 
realized. 

Financial  Reporting  of  Public  School 
Expenditures  — Each  year  the  staff  prepares 

Projects  In 

Performance  Budgeting  — The  staff  is 
participating  in  a project  with  staff  members  at 
the  Institute  of  Government  and  representatives 
of  the  N.C.  Local  Government  Budget  Associa- 
tion concerning  the  development  of  performance 
measures  for  selected  city  and  county  services. 


reports  for  the  General  Assembly,  the  Depart- 
ment of  Public  Instruction  and  other  organiza- 
tions concerning  the  amounts  that  counties 
appropriate  to  schools  for  current  expense  and 
capital  outlay.  These  reports  are  used  in  analyz- 
ing the  level  of  county  spending  for  public 
schools.  In  addition,  the  staff  works  with  the  De- 
partment of  Public  Instruction  on  updating  the 
chart  of  accounts  for  school  boards  to  help  en- 
sure that  amounts  received  for  current  expense 
and  capital  outlay  will  be  properly  allocated. 

Municipal  Electric  Systems  — The  staff, 
in  conjunction  with  the  Electricities  organiza- 
tion, has  been  working  with  municipalities  that 
operate  electric  systems  to  help  them  identify 
ways  to  make  their  electric  rates  more  competi- 
tive with  investor-owned  utilities.  Because  of  the 
dramatic  changes  in  the  electric  power  industry, 
municipal  electric  systems  may  have  to  begin 
competing  directly  with  investor-owned  utilities 
in  the  sale  of  electric  power.  The  staff  has  en- 
couraged these  units  to  adopt  formal  Electric 
Fund  transfer  policies  that  would  reduce  the 
subsidies  to  the  General  Fund  and  provide  for 
transfers  to  a Rate  Stabilization  Fund.  To  help 
achieve  these  results,  the  staff  developed  a 
sample  Electric  Fund  transfer  policy  for  consid- 
eration by  local  governing  boards  and  consulted 
with  municipalities  on  the  implementation  of 
these  policies.  In  addition,  our  staff  has  con- 
ducted meetings  and  consulted  with  the  govern- 
ing boards  and  management  of  several 
municipal  electric  systems  on  the  importance  of 
adopting  transfer  policies.  As  a result  of  these 
efforts,  all  51  units  that  are  participants  in  one 
of  the  two  power  agencies  (N.C.  Eastern  Munici- 
pal Power  Agency  or  N.C.  Power  Agency  No.  1) 
have  now  adopted  formal  transfer  policies  that 
would  reduce  or  eliminate  subsidies  to  the  Gen- 
eral Fund.  In  addition,  the  staff  is  assisting 
municipalities  in  identifying  areas  in  which  they 
can  reduce  costs  and  operate  more  efficiently. 


Progress 

Some  of  the  long-term  goals  of  this  collaborative 
effort  are  to  provide  local  government  decision- 
makers with  a more  accurate  picture  of  the  cost 
of  providing  services  and  the  efficiency  with 
which  services  are  being  delivered,  as  well  as  the 
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ability  to  compare  service  levels  with  those  of 
other  units  of  government. 

Single  Audit  Act  Amendments  of  1996 
and  the  Revised  OMB  Circular  A-133  — The 
federal  Single  Audit  Act  Amendments  of  1996 
were  signed  into  law  on  July  5,  1996.  These 
amendments  significantly  changed  many  aspects 
of  the  single  audit.  As  a result,  OMB  Circular  A- 
128  will  be  replaced  with  a revised  OMB  Circu- 
lar A-133.  The  staff  will  be  working  with  other 
State  agencies  and  local  governments  over  the 
next  several  months  in  developing  procedures 
for  implementing  the  new  standards. 

Adherence  to  Continuing  Disclosure 
Requirements  of  the  Securities  and  Ex- 
change Commission  — The  staff  is  preparing 
resource  information  to  assist  units  that  are 
subject  to  the  new  Rule  15c2-12  of  the  Securities 
and  Exchange  Commission.  The  Rule,  which 
applies  to  units  that  issued  certain  debt  after 
July  3,  1995,  requires  the  units  to  make  disclo- 
sures to  the  secondary  market,  both  annually 
and  possibly  more  frequently,  for  as  long  as  their 
applicable  debt  is  outstanding.  As  the  number  of 
units  affected  by  Rule  15c2-12  increases  each 
year,  the  staffs  role  in  providing  assistance  is 
also  expected  to  grow. 

Assistance  to  Municipalities  Operating 
Electric  Systems  — The  staff  continues  to  as- 
sist municipalities  that  operate  electric  systems 
in  identifying  areas  where  they  can  reduce  costs 
and  operate  more  efficiently.  Assistance  also 
continues  to  be  provided  in  analyzing  the  effec- 
tiveness of  the  transfer  policies  that  have  been 
adopted. 

GASB  Statement  No.  14  — The  staff  con- 
tinues to  work  with  local  governments  in  imple- 
menting the  Governmental  Accounting 
Standards  Board  (GASB)  Statement  No.  14, 
which  addresses  the  reporting  of  component 


units  within  a primary  government’s  financial 
statements.  Attention  currently  is  being  directed 
to  the  presentation  of  water/sewer  districts’  fi- 
nancial statements  and  note  disclosures  within 
the  primary  government’s  audit  report. 

Report  on  County  Spending  on  Public 
School  Capital  Outlay  — The  legislation  re- 
quiring a report  on  county  spending  on  public 
school  capital  outlay  to  be  submitted  to  the  Gen- 
eral Assembly  was  amended  during  July  1996. 
Under  the  new  legislation,  some  of  the  informa- 
tion required  to  be  included  in  the  annual  report 
has  been  revised.  Also,  as  charter  schools  become 
established,  any  capital  outlay  spending  by 
counties  for  these  schools  must  be  included.  An- 
other change  requires  the  development  and  im- 
plementation of  a uniform  report  to  be  used  by 
counties  in  reporting  their  expenditures  for  pub- 
lic school  capital  outlay.  The  staff  is  working  to 
implement  the  changes  brought  about  by  the 
amended  legislation. 

Lease  Purchase  and  Installment  Pur- 
chase Authority  for  Public  Schools  — Local 
school  administrative  units  were  granted  ex- 
panded authority  in  the  most  recent  session  of 
the  General  Assembly  to  enter  into  lease  pur- 
chase and  installment  purchase  agreements  for 
certain  equipment/assets.  Formerly,  school  units’ 
authority  was  restricted  to  lease  purchase  con- 
tracts for  automobiles.  Under  the  expanded 
authority  schools  can  now  also  enter  into  lease 
purchase  and  installment  purchase  agreements 
for  school  buses,  mobile  classroom  units,  photo- 
copiers and  computers.  It  is  anticipated  that 
many  public  school  systems  will  be  entering  into 
these  transactions,  many  of  which  will  require 
approval  by  the  Local  Government  Commission. 
In  addition,  school  units  will  need  assistance 
from  the  staff  in  how  to  budget  and  account  for 
such  transactions. 
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Retirement  Systems 
Division 


The  Retirement  Systems  Division  of  the  De- 
partment of  State  Treasurer  administers  the 
statutory  retirement  and  fringe  benefit  plans,  as 
authorized  by  the  General  Assembly  of  North 
Carolina,  which  cover  the  State’s  public  employ- 
ees. The  administration  of  the  several  retire- 
ment systems  requires  a high  level  of  fiduciary 
responsibility  for  the  employees’  trust  funds  with 
prudent,  honest  and  efficient  use  of  employees’ 
and  taxpayers’  contributions.  The  public  purpose 
of  the  existence  of  retirement  systems  and  bene- 
fit plans  is  to  recruit  and  retain  competent  em- 
ployees for  a career  in  public  service,  by 
providing  a replacement  income  for  retirement, 
disability,  or  at  death,  for  an  employee’s  survi- 
vors. The  organizational  structure  herein  shows 
the  functional  arrangement  of  the  tasks  per- 
formed in  this  Division. 


Operational 

• Presented  recommendations  and  draft 
legislation  to  the  1996  Sessions  of  the 
General  Assembly  which  resulted  in  the 
enactment  of  laws  to  provide  cost-of- 
living  adjustments  equal  to  4,4%  to 
retirees  of  the  Teachers’  and  State 
Employees’  Retirement  System,  Con- 
solidated Judicial  Retirement  System, 
Legislative  Retirement  System,  and 
Local  Governmental  Employees’  Re- 
tirement System. 

• Continued  the  conversion  of  microfiche 
records  to  an  electronic  imaging 
system. 

The  Basic 

The  retirement  systems  administered  by  this 

Division  are  the: 

• Teachers’  and  State  Employees’  Retirement 
System 

• Local  Governmental  Employees’  Retirement 
System 

• Consolidated  Judicial  Retirement  System 

• Legislative  Retirement  System 


Highlights 

• Began  processing  all  new  records  by 
digital  imaging. 

• Developed  and  installed  several  new 
computer  programs  which  enhanced 
processing  and  response  capabilities. 

• Increased  utilization  of  direct  deposit 
of  monthly  benefit  payments  from 
86,692  to  almost  96,000  retirees. 

• Established  approximately  53,545  new 
active  member  accounts. 

• Processed  benefits  for  8,480  new  retir- 
ees. 

• Processed  refunds  for  30,360  former 
employees. 

Functions 

The  systems  are  governed  by  two  boards  of 
trustees.  The  State  Treasurer  is  ex-officio  chair- 
man of  each  board.  The  board  of  the  Teachers’ 
and  State  Employees’  Retirement  System  is 
composed  of  14  members,  including  actively 
working  employees,  retirees  and  public 
members.  The  Local  Governmental  Employees’ 
Retirement  System  Board,  while  legally  sepa- 
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rate,  is  composed  of  the  same  14  members  plus  3 
members  representing  local  governments.  The 
Board  of  Trustees  of  the  Teachers’  and  State 
Employees'  Retirement  System  is  the  governing 
board  of  the  Consolidated  Judicial  and  Legisla- 
tive Retirement  Systems  and  all  of  the  other 
programs  listed  herein,  except  for  the  Firemen’s 
and  Rescue  Squad  Workers’  Pension  Fund.  That 
fund  is  governed  by  a board  of  trustees,  of  which 
the  State  Treasurer  is  ex-officio  chairman,  and  is 
composed  of  six  members,  including  actively 
working  employees,  volunteers,  and  a public 
member. 

In  addition  to  the  retirement  systems  admin- 
istered through  this  Division,  responsibility  for 
administration  of  other  programs  covers  the: 

• Firemen’s  and  Rescue  Squad  Workers’  Pen- 
sion Fund 

• Public  Employees’  Social  Security  Agency 

• Disability  Income  Plan 

• Legislative  Retirement  Fund 

• National  Guard  Pension  Plan 


• Teachers’  and  State  Employees’  Benefit 
Trust 

• Supplemental  Retirement  Income  Plan 

• Registers  of  Deeds’  Supplemental  Pension 
Fund 

• Contributory  Death  Benefit  for  Retired 
Members 

All  retirement  systems  and  other  programs 
administered  by  this  Division  are  operated  on 
a calendar  year  basis  from  January  1 to  Decem- 
ber 31,  rather  than  the  State’s  fiscal  year,  except 
for  the  Firemen’s  and  Rescue  Squad  Workers’ 
Pension  Fund.  For  this  reason,  much  of  the  data 
shown  for  the  Division  are  for  the  captioned  year 
ending  December  31. 

The  administrative  expenses  of  the  Division 
for  the  retirement  systems  are  paid  by  receipts 
from  the  systems,  based  on  the  ratio  of  members 
in  each  system  to  the  total  universe  of  members 
of  all  systems.  Receipt  support  from  other  pro- 
grams pays  for  their  cost  of  administration, 
based  on  a cost-center  analysis. 


General  Administration 


The  Director  and  his  immediate  staff  are 
responsible  for  the  overall  general  operation  of 
the  Division,  and  carry  out  the  policies  and  di- 
rectives of  the  State  Treasurer  and  the  govern- 
ing boards.  They  provide  assistance  to  legislators 
and  committees  of  the  General  Assembly,  includ- 
ing the  drafting  of  proposed  legislation  and  the 
acquisition  of  actuarial  notes  for  introduced  bills; 
response  to  news  media  inquiries;  action  and 
administrative  appeals  by  individual  members  of 


the  retirement  systems;  a working  relationship 
with  associations  and  organizations  of  employees 
and  employers;  and  information  to  State  de- 
partments, agencies,  institutions,  and  local  gov- 
ernments. The  staff  provides  assistance  to  local 
governments  for  Social  Security  coverage  and 
acts  as  liaison  between  the  State  and  the  Social 
Security  Administration.  The  staff  also  performs 
planning  and  research  functions,  and  directs 
special  projects. 


Benefits  Processing  Section 


This  Section  is  responsible  for  the  admini- 
stration and  determination  of  eligibility  for 
monthly  retirement  allowances  for  all  retirement 
systems  governed  by  the  boards  of  trustees  and 
administered  by  this  Department.  Responsibili- 
ties include  the  calculation  and  processing  of 
payments  of  all  retirement  allowances  under  the 
various  systems. 

The  administration  and  determination  of 
disability  benefits  through  the  Systems’  Medical 
Board  under  the  provisions  of  the  Disability  In- 
come Plan  for  teachers  and  State  employees,  and 
the  determination  of  eligibility  for  disability 
benefits  from  the  other  retirement  systems  are 
incumbent  upon  this  Section.  Responsibilities 


include  the  calculation  and  payment  of  monthly 
disability  benefits  as  well  as  the  calculation  and 
payment  of  reimbursements  for  short-term  dis- 
ability benefits  paid  by  the  various  employers 
under  the  provisions  of  the  Disability  Income 
Plan. 

The  various  death  benefit  programs  related 
to  the  Retirement  Systems  and  the  Separate  In- 
surance Benefits  Fund  are  managed  by  this 
Section.  Responsibilities  include  the  calculation 
and  payment  of  death  benefits,  return  of  mem- 
bers’ contributions,  survivor  alternate  benefits, 
and  other  lump  sum  payments.  Beneficiary 
changes  for  deceased  retired  members,  who  se- 
lected an  optional  payment  plan  at  retirement 
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that  provides  for  a beneficiary  after  death  of  the 
member,  are  handled  here  also. 

This  Section  is  also  responsible  for  the  calcu- 
lation and  the  payment  of  returns  of  accumu- 
lated contributions  to  terminated  employees. 


The  calculation  of  service  purchase  costs  un- 
der the  provisions  of  the  various  retirement  sys- 
tems administered  by  the  Division  is  performed 
by  this  Section. 


Accounting/Data  Control  Section 


Maintaining  the  accounting  records  for  the 
retirement  systems  is  the  responsibility  of  this 
Section.  Another  major  responsibility  is  receiv- 
ing and  processing  payroll  contribution  reports 
from  some  1,600  participating  State  and  local 
units  of  government.  Contribution  information 
from  these  payroll  reports  is  electronically 
posted  to  the  individual  accounts  for  more  than 
400,000  members. 

This  Section  is  responsible  for  the  admini- 
stration of  the  Contributory  Death  Benefit  Plan 
for  Retired  Members  including  the  notification  of 
eligibility  under  the  Plan,  enrollment  of  mem- 
bers electing  coverage,  and  collection  of  the  re- 
quired contributions. 

Brief  descriptions  of  the  other  functions  per- 
formed by  this  Section  are  as  follows: 

• Retirees’  Health  Insurance  — Duties  per- 
taining to  this  program  include  the  receipt 
and  processing  of  enrollment  applications, 


and  coverage  change  requests  for  more  than 
84,000  retirees. 

• Direct  Deposit  Accounts/Address  Changes  — 

Activities  involved  in  these  areas  relate  to  the 
receipt  and  processing  of  Electronic  Funds 
Transfer  (EFT)  account  applications,  and 
changes  to  direct  deposit  accounts.  Approxi- 
mately 96,000  retirees’  benefits  are  proc- 
essed through  EFT.  Also,  over  9,000  address 
change  requests  for  retirees  were  processed 
in  this  Section. 

• Batch  Posting  and  Systems  Transfers  — 

These  duties  consist  of  the  deposit  and  re- 
cording of  special  member  contributions,  and 
transfer  of  funds  between  systems. 

• Error  Checking  — The  correction  of  errors 
detected  by  computer  edit  in  the  processing 
of  employers’  payroll  reports  is  an  important 
function  of  the  Section.  Over  45,000  errors 
were  detected  and  corrected  this  past  year. 


Member  Services  Section 


This  Section  handles  written  and  telephone 
communications  with  members  and  employers 
participating  in  the  retirement  systems  and 
other  benefit  programs,  responding  to  myriad 
questions  about  fringe  benefits.  Accordingly, 
during  the  past  year  approximately  63,784  let- 
ters were  written  in  this  Section  and  approxi- 
mately 162,792  telephone  communications  were 
handled.  In  addition,  annual  pre-retirement 
planning  seminars  are  conducted  by  the  staff  of 
this  Section,  as  well  as  retirement  and  fringe 
benefit  conferences  at  the  request  of  employers, 
and  employee  associations.  All  visitors  to  the 
Division  requiring  individual  counseling  about 
their  benefits  are  referred  to  this  Section.  More 
than  8,128  persons  were  interviewed  during  the 
past  12  months. 

The  calculation  of  monthly  retirement  bene- 
fit estimates  for  future  retirees  is  also  a duty  of 


this  Section.  Responsibilities  include  service  and 
salary  projections  to  an  anticipated  date  of  re- 
tirement. 

Another  important  function  of  this  Section  is 
coordinating  the  participation  of  local  govern- 
ment employers  electing  to  become  members  of 
the  Local  Governmental  Employees’  Retirement 
System.  This  involves  meetings  with  local  gov- 
erning bodies,  collecting  data  for  transmission  to 
the  Systems’  consulting  actuary,  enrollment  of 
eligible  employees  and  explanation  of  monthly 
reporting  procedures.  Ancillary  to  this  function 
is  assistance  to  local  governments  in  the  adop- 
tion of  tax  shelter  and  death  benefit  coverage 
agreements.  During  the  past  year  18  local  gov- 
ernment employers  elected  to  become  partici- 
pants and  consequently,  their  employees  were 
enrolled  in  the  Local  Governmental  Employees’ 
Retirement  System. 
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Records  Section 


The  Records  Section  is  primarily  responsible 
for  the  creation,  maintenance,  storage,  and  dis- 
tribution of  files  for  individuals  who  are  cur- 
rently, or  have  been  at  one  time,  members  of  any 
of  the  State-administered  retirement  systems. 
The  Records  Section  is  the  only  section  with  di- 
rect access  to  member  records. 

The  Records  Section  currently  maintains 
approximately  900,000  records.  These  records, 
heretofore,  have  been  maintained  in  the  form  of 
jacketed  microfiche  and  have  been  stored  in 
seven  power  file  cabinets  in  the  Records  Section. 
There  are  currently  about  525,000  active  and 
retired  jacketed  microfiche  files,  all  of  which  con- 


tain copies  of  all  documents  pertaining  to  the 
members’  accounts. 

The  records  retention  and  storage  functions 
have  completely  changed  since  January  1,  1996 
with  the  inception  of  the  implementation  of  the 
Division’s  new  electronic  document  management 
system  (imaging  system).  Paper  records  and 
jacketed  microfiche  records  will  be  converted 
during  1996-97  to  the  imaging  system,  while  all 
new  records  are  now  automatically  processed  as 
digital  images.  The  many  benefits  to  be  derived 
from  the  new  records  system  are  enumerated 
elsewhere  in  this  report. 


Significant  Accomplishments 
Legislation 


Prior  to  the  convening  of  the  1996  Sessions 
of  the  General  Assembly,  the  Director  and  staff 
identified  all  proposals  for  benefit  enhancements 
and  changes  recommended  by  the  various  asso- 
ciations of  educators,  employees  and  retirees. 
Also  identified  were  measures  to  enhance  ad- 
ministrative ability.  Cost  estimates  for  the  rec- 
ommendations were  acquired  from  the  Division’s 
consulting  actuary.  The  staff  then  assisted  the 
State  Treasurer  and  the  Retirement  Systems’ 
Boards  of  Trustees  in  the  formulation  of  their 
legislative  recommendations. 

During  the  1996  Sessions,  the  Director  and 
staff  provided  technical  assistance  and  bill 
drafting  services  for  the  standing  Senate  and 
House  Committees  on  Pensions  and  Retirement 
and  communicated  the  Boards  of  Trustees’  rec- 
ommendations. The  staff  also  acquired,  as  pro- 
vided by  State  law,  17  actuarial  notes  disclosing 
the  fiscal  impact  of  every  bill  introduced  which 
affected  a State-administered  retirement  system 
or  pension  plan. 


Recommendations  of  benefit  and  adminis- 
trative enhancements  by  the  boards  of  trustees 
which  were  acted  upon  favorably  by  the  General 
Assembly  were  to  provide,  effective  September  1, 
1996,  in  the  Teachers’  and  State  Employees’  Re- 
tirement System,  Consolidated  Judicial  Retire- 
ment System,  Legislative  Retirement  System, 
and  in  the  Local  Governmental  Employees’  Re- 
tirement System,  a 4.4%  post-retirement  in- 
crease in  the  allowances  of  beneficiaries  in 
receipt  of  allowances  on  and  before  July  1,  1995. 
For  beneficiaries  who  commenced  retirement 
with  effective  dates  of  August  1,  1995,  to  June  1, 
1996,  a prorated  portion  of  the  4.4%  post- 
retirement increase  in  their  allowances,  based 
on  the  number  of  months  a retirement  allowance 
was  paid,  was  provided. 

The  cost  of  these  amendments  in  the  four 
affected  retirement  systems  was  funded  by  the 
gains  realized  from  favorable  investment  and 
actuarial  experience  of  each. 


Communications 


The  Research  and  Planning  Officer,  in  con- 
junction with  other  staff,  revised  forms  for  pur- 
poses of:  enrollment,  change  of  beneficiary,  six 
service  purchases,  hospital  medical  coverage, 
income  tax,  and  other  related  matters.  The  bro- 
chure entitled  “Things  Retirees  Need  to  Know” 
was  again  updated  for  distribution  to  provide 
topical  information  for  new  retirees. 


Four  brochures  describing  the  plan  provi- 
sions of  the  Teachers’  and  State  Employees’ 
Retirement  System,  Local  Governmental  Em- 
ployees’ Retirement  System,  and  the  Disability 
Income  Plan  of  North  Carolina  were  revised  and 
will  be  distributed  to  plan  participants  in  the  fall 
of  1996. 
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The  booklet  containing  the  Early  and  Op- 
tional Retirement  Factor  Tables  as  adopted  by 
the  Boards  of  Trustees  of  the  Teachers’  and 
State  Employees’  and  the  Local  Governmental 
Employees’  Retirement  Systems  was  revised  and 
distributed  to  all  employers  that  participate  in 
those  two  retirement  systems.  The  instructions 
for  use  of  the  tables  were  also  updated  to  reflect 
legislative  changes  regarding  the  early  retire- 
ment factors  with  the  Local  Governmental  Em- 
ployees’ Retirement  System.  This  booklet  was 
prepared  by  the  Retirement  Systems  Division  for 
use  by  an  employer’s  personnel  responsible  for 
activities  related  to  the  Retirement  System  to 
use  as  a resource  when  dealing  with  Retirement 
System  matters. 

The  Employer  Manuals,  which  include  in- 
formation regarding  the  most  important  proce- 
dures impacting  employers  of  members  of  the 
Teachers’  and  State  Employees’  Retirement  Sys- 
tem and  the  Local  Governmental  Employees’ 
Retirement  System,  were  updated  extensively 
this  year,  resulting  in  120  replacement  pages 
reflecting  statutory  and  procedural  changes  be- 
ing mailed  to  the  approximately  1,125  affected 
employers. 

Each  of  the  employers  that  participate  in  the 
four  retirement  systems  was  provided  a copy  of 
the  1995  edition  of  the  book  North  Carolina  Re- 
tirement Systems  Laws.  This  is  a reprint  of  the 
North  Carolina  General  Statutes  containing 
laws  currently  in  effect  governing  the  retirement 
systems  and  benefit  plans  administered  through 
the  Department  of  State  Treasurer. 


Subsequent  to  adjournment  of  the  General 
Assembly,  a digest  of  all  legislative  changes  was 
provided  to  all  employing  units  and  various  em- 
ployee associations.  In  addition,  Divisional  staff 
contributed  various  articles  which  were  pub- 
lished in  the  publications  of  the  State  Employ- 
ees’ Association,  the  Retired  Governmental 
Employees’  Association,  and  other  organizations. 

The  staff  of  the  Member  Services  Section 
again  worked  with  the  staff  of  the  State  Agency 
for  Public  Telecommunications  in  revising  the 
video  programs  utilized  by  the  State  and  Local 
retirement  systems.  These  programs,  which  can 
be  used  by  anyone  to  explain  the  basic  benefits 
structure  of  those  retirement  systems,  are  espe- 
cially suited  to  the  informational  requirements 
of  members  nearing  retirement  age.  Videos  are 
used  in  the  Division’s  statewide  pre-retirement 
counseling  meetings  which  are  publicized 
throughout  the  State  by  the  press,  radio,  and 
television.  In  the  spring  of  1996,  the  Member 
Services  staff  conducted  40  of  these  meetings 
statewide  with  some  3,257  members  in  atten- 
dance. In  addition,  the  staff  also  participated  in 
30  other  meetings,  seminars,  benefit  fairs,  and 
conferences  relating  to  retirement  benefits,  in- 
cluding PREPARE  workshops. 

The  Division  continued  its  joint  venture  with 
the  Office  of  State  Personnel  and  the  community 
college  system  in  the  PREPARE  workshop  pro- 
gram. This  program  covers  legal,  health,  finan- 
cial, housing,  and  family  aspects  of  retirement. 


Functional 


The  Division  has  continued  to  promote  direct 
deposit  of  monthly  benefit  payments.  Between 
July  1,  1995  and  June  30,  1996,  the  benefit  pay- 
ments of  7,308  retirees  were  added  to  the  direct 
deposit  group,  bringing  the  total  number  of 
monthly  payments  made  by  direct  deposit  to 
95,984.  This  means  that  about  78%  of  the 
monthly  benefit  payments  made  by  the  Depart- 
ment are  on  direct  deposit.  The  annualized  sav- 
ings to  the  State,  relative  only  to  the  benefit 
payments  placed  on  direct  deposit  during  the 
twelve-month  period  ended  June  30,  1996,  is 
estimated  to  be  approximately  $22,500. 

The  Division  also  continued  a program  to 
contact  members  with  account  balances  who  are 
no  longer  contributing  to  their  accounts.  More 
than  29,000  such  members  were  notified  of  the 


existence  of  dormant  accounts,  the  balance  of 
which  ranged  from  less  than  $10.00  to  several 
thousand  dollars.  As  a direct  result  of  this  activ- 
ity, it  is  estimated  that  during  this  period  re- 
funds were  made  to  approximately  4,000  former 
members,  some  of  whom  had  forgotten  of  the 
existence  of  the  affected  accounts.  Some  mem- 
bers were  eligible  for  monthly  benefits.  Begin- 
ning with  calendar  year  1994,  year-end  closings 
automatically  identify  accounts  with  more  than 
one  year  of  inactivity  and  generate  notifications 
for  transmittal  to  the  affected  former  employees. 

In  the  Local  Governmental  Employees’  Re- 
tirement System,  18  local  governments  elected 
to  become  participating  employers  with  the  Sys- 
tem. The  participation  of  these  employers  in- 
volved the  staff  of  the  Member  Services  Section 
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in  meeting  with  their  governing  bodies  and  em- 
ployees, acquiring  prevaluations  from  the  con- 
sulting actuary  to  determine  an  employer’s 
contribution  rate,  and  providing  all  legal  docu- 
ments and  agreements  for  their  execution. 

The  Division  utilizes  several  methods  to  de- 
termine the  continued  eligibility  of  recipients  to 
be  paid  monthly  benefits.  By  contracting  with 
the  Vital  Records  Branch  of  the  State  Depart- 
ment of  Environment,  Health  and  Natural  Re- 
sources, as  well  as  a national  firm  with  a 
computer  database  containing  the  records  of 
some  65  million  deaths,  the  Division  is  able  to 
verify  that  recipients  of  record  are  continuing  to 
live.  In  September  of  1995  the  Division  con- 
tracted with  the  Pension  Benefits  Information 
Corporation  to  verify  the  fact  that  106,002  bene- 
fit recipients,  including  surviving  spouses  who 
do  not  receive  retirement  benefits  but  who  re- 
ceive State  paid  hospital  medical  insurance 
benefits,  continue  to  live.  The  cost  to  the  Divi- 
sion for  this  service  was  $1,110;  however,  the 
activity  resulted  in  the  discovery  of  35  unre- 
ported deaths  involving  overpayment  of  benefits 
by  $248,303  and  the  suspension  of  future  benefit 
payments,  including  $7,190  in  the  monthly  hos- 
pital medical  contributions  of  the  State  Health 
Plan.  Approximately  one-third  of  the  overpay- 
ment total  had  already  been  recovered  at  June 
30,  1996. 

This  past  year  provided  continued  progress 
in  the  development  and  installation  of  computer 
software,  which  greatly  enhanced  processing 
capabilities,  increasing  both  speed  and  accuracy. 
Specifically,  the  retirement  transition  computer 
program  (RSMM)  was  expanded  to  include  the 
following  automated  processing  functions  per- 
formed in  the  Benefits  Section: 

• Current  members  of  the  State  and  Local  Re- 
tirement Systems,  who  were  members  when 
these  Systems  were  changed  from  defined 
contribution  plans  to  defined  benefit  plans  in 
1963  and  1965  respectively,  are  entitled  to 
receive  benefits  equal  to  the  higher  of  the 
calculations  under  the  current  formulae  or 
the  old  formulae.  Computerization  of  these 
calculations  eliminated  the  necessity  to  cal- 
culate manually  the  benefits  payable  under 
the  old  money  purchase  formulae. 

• The  money  change  process  was  added  to  the 
RSMM  software.  Sometimes  estimated  re- 
tirement benefit  payments  are  necessary  be- 
cause all  final  payroll  information  may  not 
have  been  received  and  verified  by  the  Re- 
tirement Systems  Division  when  a member’s 


first  retirement  benefit  becomes  due.  Once 
all  final  payroll  information  is  received  and 
verified,  the  retirement  benefit  calculations 
are  reviewed  to  ensure  that  all  payroll  have 
been  included.  Sometimes  changes  or  ad- 
justments in  the  amounts  of  the  monthly 
benefit  are  necessary.  This  computer  en- 
hancement automated  the  prior  manual 
process. 

• The  RSMM  program  was  modified  to  gener- 
ate “Estimate”  letters  automatically  when- 
ever a retiree’s  first  monthly  benefit  is  paid 
as  an  estimate.  Previously,  a pre-printed  es- 
timate letter  was  included  with  the  first 
benefit  payment.  The  new  system-generated 
letters  include  the  member’s  name  and  ad- 
dress and  are  mailed  separately  from  the 
first  payment.  This  enhancement  eliminated 
the  need  to  pull  all  checks  representing  es- 
timated payments  and  manually  insert  them 
along  with  the  pre-printed  estimate  letters 
in  envelopes  for  mailing. 

• The  benefit  payment  screens  were  updated 
to  include  a field  for  the  payment  of  the  re- 
fund which  is  due  for  some  firemen  in  the 
Local  System  who  contributed  excess  contri- 
butions. This  again  automated  a previously 
manual  process. 

• The  computer  file  which  contains  the 
mathematical  factors  used  in  determining 
the  reductions  from  the  maximum  allow- 
ance, for  the  various  payment  options,  was 
extended. 

• The  RSMM  software  was  enhanced  to  assign 
retirement  numbers  automatically  each 
month  to  the  new  retired  accounts  approved 
for  payment  in  that  month.  This  again 
automated  a manual  process. 

• A function  was  added  to  allow  credit  adjust- 
ments to  be  accomplished  through  the 
system.  A credit  adjustment  updates  the 
year-to-date  totals  maintained  in  the  PAYR 
payroll  program.  These  totals  are  main- 
tained for  year-end  tax  reporting  purposes. 
Previously,  the  credit  adjustments  were 
accomplished  by  the  completion  of  a work- 
sheet which  was  manually  keyed  by  data 
entry  operators  to  update  the  system. 

Each  of  the  foregoing  were  important  steps 
in  the  Division’s  ultimate  goal  of  automating,  to 
the  greatest  possible  extent,  all  activities  relat- 
ing to  the  processing  and  payment  of  benefits. 

This  past  year  further  progress  was  made  in 
the  Division’s  effort  to  enhance  overall  process- 
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ing  capabilities  through  the  installation  of  the 
new  electronic  document  management  system. 
This  system,  also  known  as  an  imaging  system, 
converts  incoming  paper  and  the  Division’s  cur- 
rent jacketed  microfiche  records  into  an  elec- 
tronic (computer)  image  that  can  be  processed  on 
personal  computers  (workstations)  throughout 
the  Division.  In  addition  to  being  viewed  on  a 
workstation,  these  images  can  be  printed,  faxed 
and  electronically  moved  from  one  workstation 
to  another. 

In  preparation  for  this  project,  the  Depart- 
ment purchased  new  personal  computers  to  ac- 
commodate the  demands  of  the  imaging  system. 
After  reviewing  several  proposals  in  accordance 
with  the  State’s  competitive  procurement  proc- 
ess, a contract  was  awarded  in  1995  to  the  UNI- 
SYS Corporation  to  implement  the  imaging 
system.  One  of  the  major  by-products  of  the  im- 
aging system  is  that  it  will  provide  the  basis  for 
re-engineering  the  Retirement  Systems’  work- 
flows. This  will  enhance  the  retirement  process- 
ing of  data  when  completed. 

The  staff  of  the  Benefits  Section  assisted 
staff  of  UNISYS  Corporation  in  the  documenta- 
tion of  the  workflow  processes  assigned  to  the 
Section.  These  workflows  included  the  retire- 
ment, refund,  service  purchase,  disability  and 
death  processes.  UNISYS  Corporation  developed 
the  automated  workflows  which  work  in  con- 
junction with  the  new  electronic  document  man- 
agement system.  The  automated  retirement, 
refund,  and  service  purchase  workflows  were 
implemented  during  this  fiscal  year. 

The  objectives  of  the  new  imaging  system 
are  to  increase  efficiency  by  streamlining  work- 
flows,  decrease  processing  errors,  minimize  any 
misfiling  of  records,  reduce  storage  space,  allow 
more  than  one  employee  to  work  with  a mem- 
ber’s or  retiree’s  record  at  the  same  time,  im- 
prove file  management  and  security,  and  reduce 
file  access  time.  An  additional  objective  of  the 
imaging  system  is  to  provide  adequate  disaster 
recovery.  The  Department  plans  to  have  dupli- 
cate off-site  storage  that  would  allow  recovery  of 
members’  and  retirees’  records  should  the  on-site 
files  be  damaged  or  destroyed.  The  imaging  sys- 
tem will  help  the  Department  achieve  a higher 
level  of  service  to  its  members  and  retirees  while 
improving  operating  efficiency  and  accuracy. 

The  Department  currently  maintains  mem- 
ber and  retiree  records  on  jacketed  microfiche. 
The  conversion  process  from  jacketed  microfiche 
to  digital  images  will  begin  during  the  month  of 
July,  1996.  This  process  is  scheduled  to  convert 


over  500,000  member  and  retiree  records  and 
should  be  completed  by  June,  1997. 

The  enrollment  of  members  function  and  the 
change  of  beneficiaries  function  that  were  here- 
tofore processed  manually  in  the  Records  Sec- 
tion, have  been  automated  and  are  now  being 
processed  as  digital  images  in  the  new  electronic 
document  management  system. 

Implementation  of  the  imaging  system  is  not 
the  final  step  in  the  automation  process  for  the 
Department.  Additional  initiatives,  such  as  opti- 
cal character  recognition  and  bar  coding  will  al- 
low information  to  be  read  by  the  imaging 
system  from  paper.  Payroll  history  and  other 
historical  information  may  eventually  be  stored 
on  the  imaging  system  in  order  to  provide  faster 
access.  The  system  is  flexible  and  expandable 
such  that  new  users  and  applications  may  be 
added.  To  date,  approximately  60%  of  various 
retirement  processes  have  been  incorporated  in 
automated  workflows.  This  project  should  be 
completed  by  January,  1997. 

The  Division  installed  a telephone  Voice  Re- 
sponse Unit  (VRU)  in  October  of  1994,  initially 
for  the  use  of  employers,  which  provides  tele- 
phone callers  with  the  ability  to  request  and  re- 
ceive certain  information  about  members’ 
accounts,  without  having  to  speak  with  a retire- 
ment counselor.  Information  which  can  be  ob- 
tained through  this  automated  service  includes: 

• The  balance  in  a member’s  contributions  ac- 
count; 

• A member’s  creditable  service; 

• The  status  of  a pending  Refund  Application; 

• An  estimate  of  monthly  retirement  benefits; 

• A request  for  Retirement  Systems’  forms; 

• A Retirement  System  telephone  operator. 

The  greatest  single  benefit  of  the  VRU  is 

that  all  incoming  calls  are  answered  promptly. 
Also,  the  VRU  checks  back  at  periodic  intervals 
with  callers  who  elect  to  hold  to  speak  with  a 
retirement  counselor,  and  a voice  mail  feature 
allows  messages  and  requests  to  be  recorded  and 
acted  upon  later. 

Although  the  VRU  has  proven  to  be  a nota- 
ble aid  in  processing  incoming  telephone  calls, 
new  equipment  and  technology  have  become 
available.  Therefore,  in  the  Spring  of  1996,  the 
Division  initiated  the  process  to  install  a new, 
state-of-the-art  Interactive  Voice  Response  Unit 
(IVR).  In  addition  to  all  of  the  benefits  cited 
above,  the  new  IVR  is  a stand-alone  unit  which 
will  provide  the  flexibility  to  design  the  system 
to  meet  the  specific  needs  of  the  Division.  For 
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example,  the  capacity  of  the  system  is  greatly 
enhanced  thus  allowing  the  IVR  to  be  used  by  all 
callers,  not  just  employers,  and  should  reduce 
the  number  of  “call-backs”  through  the  use  of 
individual  employee  “mailboxes.” 

In  the  Firemen’s  and  Rescue  Squad  Workers’ 
Pension  Fund,  1,100  refunds  were  processed  as  a 
result  of  a new  computer  program  that  identi- 
fies, on  a monthly  basis,  accounts  to  which  con- 
tributions have  not  been  made  in  six  months. 


Such  accounts  are  generally  required  by  law  to 
be  refunded.  Therefore,  the  computation  of  these 
refunds  was  automated  thus  allowing  payment 
to  be  much  more  timely  than  heretofore. 

Also,  in  the  Firemen’s  and  Rescue  Squad 
Workers’  Pension  Fund,  another  manual  process 
was  replaced  by  computer  software  which  was 
developed  and  installed  to  automate  the  calcu- 
lations of  the  cost  to  purchase  credit  for  prior 
service. 


The  Retirement  Systems  and  Trust  Funds 
Actuarial  Valuation 


The  actuarial  valuation  is  prepared  by  an 
actuary  to  assess  the  funding  progress  of  a re- 
tirement system  and  the  adequacy  of  the  contri- 
bution rates  which  have  been  established  to  fund 
the  system.  An  actuarial  valuation  is  an  inven- 
tory of  the  assets  and  liabilities  of  a retirement 
system  at  a specific  point  in  time.  Information 
collected  covers  all  of  the  active  (both  in-service 
and  terminated)  members  and  all  of  the  retired 
members  and  other  beneficiaries  who  are  receiv- 
ing benefit  payments.  In  this  way,  everyone  who 
has  been  promised  a benefit  from  the  system  is 
included  in  the  actuarial  calculations  to  deter- 
mine the  present  value  of  the  system’s  liabilities. 
These  liabilities  are  then  compared  to  the  sys- 


tem’s assets,  and  calculations  are  made  to  de- 
termine whether  the  contribution  rates  will  be 
adequate  to  fund  the  uncovered  liabilities  in  the 
time  period  originally  established.  Annual 
valuations  are  made  to  permit  gradual  changes 
in  the  contribution  level  and/or  funding  period 
and  keep  the  funding  on  a proper  course.  The 
annual  valuation  is  also  used  by  the  actuary  to 
compare  actual  separation,  compensation,  and 
investment  experience  with  the  actuarial  as- 
sumptions used  in  the  valuation  of  the  liabilities 
of  the  system.  The  actuarial  valuation  balance- 
sheets  for  each  retirement  system  are  included 
with  the  tables. 


Actuarial  Assumptions 


The  economic  assumptions  used  for  the  ac- 
tuarial valuation  of  all  retirement  systems  are 
an  interest  rate  of  7.5%  per  year  and  average 
rates  of  salary  increase  of  about  6.25%  per  year, 
varying  at  different  ages.  The  assumed  rates  for 


mortality,  withdrawals,  disabilities,  and  service 
retirements  are  based  on  actual  past  experience. 
The  asset  valuation  method  is  based  on  cost 
value. 


Funding  of  the  Systems 


The  retirement  systems  described  in  this 
report,  except  the  Legislative  Retirement  Sys- 
tem, are  being  funded  on  a full  actuarial  reserve 
basis  and  use  the  entry  age  normal  cost  method 
as  the  actuarial  cost  approach.  Under  the  entry 
age  normal  cost  method,  the  normal  contribution 
percentage  rate  is  calculated  on  the  basis  of  the 
adopted  actuarial  assumptions  as  the  level  per- 
centage of  the  compensation  of  the  average  new 
member  which,  if  contributed  throughout  the 
entire  period  of  active  service,  would  be  suffi- 
cient, together  with  his/her  contributions,  to 
support  all  the  benefits  payable  on  his/her  ac- 
count. The  accrued  liability  is  the  difference  be- 


tween total  liabilities  and  the  present  value  of 
future  normal  cost  contributions  and  the  mem- 
bers’ future  contributions.  All  experience  gains 
and  losses  are  reflected  in  the  amount  of  the  un- 
funded accrued  liability  and  thereby  affect  the 
period  of  liquidation,  except  in  the  Local  Govern- 
mental Employees’  Retirement  System,  where  they 
are  reflected  in  the  normal  contribution  rate. 
The  Legislative  Retirement  System  is  also  being 
funded  on  a full  actuarial  reserve  basis,  but  uses 
the  projected  unit  credit  cost  method  with  un- 
funded accrued  liability  as  the  actuarial  cost  ap- 
proach. 
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All  retirement  systems  are  joint  contribu- 
tory, defined  benefit  plans  with  contributions 
made  by  both  employees  and  employers.  Each 
active  member  contributes  6%  of  his/her  com- 
pensation for  creditable  service  by  monthly  pay- 
roll deduction.  The  only  exception  to  this 
member  contribution  rate  is  the  Legislative  Re- 


tirement System  to  which  each  active  member 
contributes  7%  of  his/her  compensation.  Em- 
ployers make  monthly  contributions  based  on  a 
percentage  rate  of  the  members’  compensation 
for  the  month.  Employer  contribution  rates  are 
actuarially  calculated. 


Funded  Status 


The  consistent  use  of  conservative  actuarial 
assumptions  and  an  approved  actuarial  cost 
method  over  the  years  since  the  establishment  of 
the  retirement  systems,  and  the  recognition  of 
all  promised  benefits  in  the  actuarial  liabilities, 
have  resulted  in  retirement  systems  which  can 
be  labeled  as  “actuarially  sound.”  A simple 
measure  for  determining  the  funded  status  of  a 
system  is  to  relate  the  total  present  assets  to  to- 
tal accrued  liabilities  to  determine  a funded  ra- 
tio. 


The  total  accrued  liabilities  are  found  by 
adding  the  assets  and  the  unfunded  accrued  li- 
abilities. For  purposes  of  comparison,  the  funded 
ratios  for  the  major  retirement  systems  are 
graphically  illustrated  in  Chart  26.  When  the 
ratio  equals  100%,  a system  is  considered  to  be 
“fully  funded”  on  a current  basis.  At  that  time, 
the  employer  will  make  only  the  normal  (current 
service)  contributions. 


Chart  26 
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Teachers’  and  State  Employees’  Retirement 
System  of  North  Carolina  (State  System) 
N.C.G.S.  135-1  Through  135-18.5 


The  Teachers’  and  State  Employees’  Retire- 
ment System  has  the  largest  assets  and  mem- 
bership of  the  retirement  systems  administered 
by  the  Division.  Created  by  the  General  Assem- 
bly effective  July  1,  1941,  the  State  System  pro- 
vides benefits  to  all  full-time  teachers  and  State 
employees  in  all  public  school  systems,  universi- 
ties, departments,  institutions,  and  agencies  of 
the  State. 

This  System  began  operations  with  a mem- 
bership of  42,878  teachers  and  State  employees, 
and  with  appropriations  from  the  State  of 
$1,838,000.  The  membership  has  grown  over  the 
years  in  proportion  to  the  growth  in  size  and 
complexity  of  the  public  schools  and  State  gov- 
ernment. The  active  membership  at  December 
31,  1995  was  296,697,  and  in  addition  there  were 
85,036  retired  members  and  beneficiaries  of  de- 
ceased retired  members.  Invested  assets 
amounted  to  about  $22.1  billion. 

The  distribution  of  the  investments  of  the 
assets  of  the  State  System  as  of  December  31, 
1995  was: 


Long-Term  Fixed  Income 
Investment  Fund 
Short-Term  Fixed  Income 
Investment  Fund 
Real  Estate  Investment  Fund 
Equity  Investment  Fund 
Venture  Capital 
Total 


$14,825,505,635 

44,737,008 

294,966,219 

6,918,414,679 

34.703.062 

822. 1 1 8.326.603 


Operations  of  the  State  System  during  the 
calendar  year  1995  resulted  in  total  receipts  of 
$2,796,822,155  and  total  expenditures  of 
$1,013,187,671.  Chart  27  graphically  presents 
the  distribution  of  revenues  by  source  and  ex- 
penditures by  purpose. 

The  latest  Actuary’s  Valuation  Balance 
Sheet  for  the  State  System,  as  of  December  31, 
1995,  is  shown  in  Table  12.  Based  on  the  latest 
actuary’s  report,  the  General  Assembly  set  the 
employer  contribution  rate  at  8.15%  of  covered 
payroll,  effective  July  1,  1996.  On  this  basis,  the 


total  of  employee  and  employer  rates  of  contri- 
bution is  adequate  to  fund  all  future  benefits 
presently  authorized,  based  on  current  service, 
and  to  fund,  over  a period  of  9 years  from  Janu- 
ary 1,  1996,  the  remaining  accrued  liability  for 
past  service. 


Chart  27 

Teachers’  and  State  Employees’ 
Retirement  System  of  North  Carolina 
Year  Ended  December  31,  1995 

Sources  of  Funds 


Other  Income 


Investment 

Income 

$1,808,646,090 

64.7% 


Applications  of  Funds 


Administrative 

Expenses 

$3,377,901 
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Local  Governmental  Employees’  Retirement 
System  of  North  Carolina  (Local  System) 
N.C.G.S.  128-21  Through  128-38 


The  Local  System  is  maintained  for  the  em- 
ployees of  cities,  towns,  counties,  boards,  com- 
missions, and  other  entities  of  local  government 
in  North  Carolina. 

Because  participation  by  local  governments 
is  voluntary,  the  operation  of  the  Local  System  is 
dependent  upon  the  acceptance  and  continuing 
financial  support  of  the  governing  bodies  and 
employees  of  local  governments.  Approval  and 
acceptance  are  evidenced  by  the  fact  that  as  of 
December  31,  1995,  a total  of  814  cities,  towns, 
counties,  and  local  commissions  were  participat- 
ing in  the  Local  System. 

This  System  began  operations  in  1945,  with 
18  participating  local  governments,  2,102  mem- 
bers, and  assets  of  $178,053.  The  active  mem- 
bership as  of  December  31,  1995  was  113,480;  in 
addition  there  were  22,825  retired  members  and 
beneficiaries  of  deceased  members.  Invested  as- 
sets amounted  to  about  $5.4  billion. 

The  distribution  of  investments  of  the  assets 
of  the  Local  System  as  of  December  31,  1995, 
was: 


Long-Term  Fixed  Income 
Investment  Fund 
Short-Term  Fixed  Income 
Investment  Fund 
Real  Estate  Investment  Fund 
Equity  Investment  Fund 
Venture  Capital 
Total 


$3,633,440,116 


9,749,938 

70,667,444 

1,663,549,482 

7,601.430 

$5.385.008.410 


Operations  of  the  Local  System  during  the 
calendar  year  1995  resulted  in  total  receipts  of 
$737,587,984  and  total  expenditures  of 
$237,581,225.  Chart  28  graphically  presents  the 
distribution  of  revenues  by  source  and  expendi- 
tures by  purpose. 

The  latest  Actuary’s  Valuation  Balance 
Sheet  for  the  Local  System,  as  of  December  31, 
1995,  is  shown  in  Table  13.  The  valuation  util- 
izes a frozen  accrued  liability  with  gains  and 
loses  reflected  in  the  normal  rate  of  contribution. 

Based  on  the  actuary’s  latest  report,  the 
Board  of  Trustees  set  the  employer  normal  con- 
tribution rate  at  4.80%  of  covered  payroll  for 
general  employees  and  at  5.27%  of  covered  pay- 
roll for  law  enforcement  officers,  effective  July  1, 


1996.  The  accrued  liability  rate,  if  any,  varies 
with  each  employing  unit  depending  on  the 
amount  of  prior  service  that  was  awarded  to  the 
members. 

In  accordance  with  the  provisions  of  the  leg- 
islation that  caused  the  merger  of  the  Law  En- 
forcement Officers’  Retirement  System  and  the 
Local  Governmental  Employees'  Retirement  Sys- 
tem on  January  1,  1986,  the  normal  contribution 
rates  are  separate  for  each  of  the  two  groups  of 
employees  while  the  accrued  liability  rate  is  the 
same. 


Chart  28 

Local  Governmental  Employees’ 
Retirement  System  of  North  Carolina 
Year  Ended  December  31,  1995 

Sources  of  Funds 


Other 

Income 


Employer 
Contributions 
$137,921,832 
18.7% 


Employee 

Contributions 

$153,544,548 

20.8% 


S8.036.470 

1.1% 


Investment 

Income 

$438,085,134 

59.4% 


Applications  of  Funds 


Other  Expenses 
$2,846,594 

A n m i m ctro  tu-Q 
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Consolidated  Judicial  Retirement  System 
of  North  Carolina  (Judicial  System) 
N.C.G.S.  135-50  Through  135-72 


The  Judicial  System  was  created  by  the  1983 
Session  (Regular  Session,  1984)  of  the  General 
Assembly,  effective  January  1,  1985.  This  Sys- 
tem was  formed  by  combining  the  previously 
existing  Uniform  Judicial,  Uniform  Sohcitorial, 
and  Uniform  Clerks  of  Superior  Court  Retire- 
ment Systems.  The  Courts  Commission  was  re- 
sponsible for  the  design  of  the  benefit  structure 
of  the  previous  systems,  which  was  carried  for- 
ward to  the  new  consolidated  system. 

The  membership  of  the  Judicial  System  is 
composed  of  the  elected  judges  and  justices,  dis- 
trict attorneys,  and  clerks  of  superior  court  of 
the  General  Court  of  Justice.  As  of  December  31, 
1995,  there  were  487  active  members  and  330 
retired  members  and  beneficiaries  of  deceased 
retired  members.  The  invested  assets  were  about 
$163.6  million. 

The  distribution  of  the  investments  of  the 
Judicial  System  as  of  December  31,  1995,  was: 


Long-Term  Fixed  Income 
Investment  Fund 
Short-Term  Fixed 
Investment  Fund 
Real  Estate  Investment  Fund 
Equity  Investment  Fund 
Venture  Capital 
Total 


$109,769,479 

204,901 

2,177,015 

51,168,430 

231.211 

8163  551.036 


Operations  of  the  Judicial  System  during  the 
calendar  year  1995  resulted  in  total  receipts  of 
$22,938,297  and  total  expenditures  of 
$9,945,602.  Chart  29  graphically  presents  the 
distribution  of  revenues  by  source  and  expendi- 
tures by  purpose. 

The  latest  Actuary’s  Valuation  Balance 
Sheet  for  the  Judicial  System,  as  of  December 
31,  1995,  is  shown  in  Table  14.  Based  on  the  ac- 
tuary’s latest  report,  the  General  Assembly  set 
the  employer  contribution  rate  at  20.65%  of  cov- 
ered members’  payroll,  effective  July  1,  1996.  On 


this  basis,  the  total  of  member  and  employer 
rates  of  contribution  is  adequate  to  fund  all  fu- 
ture benefits  presently  authorized  based  on  cur- 
rent service  and  to  fund,  over  a period  of  9 years 
from  January  1,  1996,  the  remaining  accrued 
liability  for  past  service. 

Chart  29 

Consolidated  Judicial 
Retirement  System  of  North  Carolina 
Year  Ended  December  31,  1995 

Sources  of  Funds 


Employee  Contributions 
82,170,148 
9.5% 


Applications  of  Funds 


Retirement 

Benefits 

S9.858.820 

43.0% 


Refunds 

870,564 

.3% 


Administrative 
Expenses 
816,218 
.1% 


Addition  To 
Reserves  For 
Future  Benefits 
812.992,695 
56.6% 


53 


Teachers  and  State  Employees’  Benefit  Trust 

(Benefit  Trust) 

N.C.G.S.  135-5(1)  ; 128-27(1);  143-166.20;  And  143-166.60 


The  Benefit  Trust  was  established  January 
1,  1980,  by  the  Board  of  Trustees  of  the  Teach- 
ers’ and  State  Employees’  Retirement  System, 
after  enabling  legislation  was  enacted  in  the 
1979  Session  of  the  General  Assembly.  The 
Board  of  Trustees  of  the  Local  Governmental 
Employees’  Retirement  System  elected  to  be- 
come a participating  affiliate  in  the  Trust  at  the 
same  date.  The  purpose  of  the  Benefit  Trust  is  to 
provide  group  life  insurance  benefits  for  mem- 
bers of  these  two  retirement  systems.  Formerly, 
identical  type  death  benefits  were  provided  di- 
rectly by  these  retirement  systems. 

All  contributions  to  fund  life  insurance 
benefits  are  paid  by  the  State  and  local  govern- 
ments, participating  in  one  of  the  two  retirement 
systems,  to  the  Trust  and  held  separate  and 
apart  from  any  pension  or  retirement  funds.  The 
funding  method  adopted  for  the  Benefit  Trust  is 
one-year  term  cost.  The  employer  contribution 
rate  to  fund  this  benefit  for  members  of  the 
Teachers’  and  State  Employees’  Retirement  Sys- 
tem is  .16%  of  covered  payroll.  The  employer 
contribution  rate  for  members  of  the  Local  Gov- 
ernmental Employees’  Retirement  System  is  ac- 
tuarially  determined  and  varies  among 
employers. 

The  Benefit  Trust  further  includes  the  Sepa- 
rate Insurance  Benefits  Plan  for  State  and  Local 
Governmental  Law  Enforcement  Officers.  The 
Plan  provides  additional  life  insurance  benefits 
to  active  and  retired  law  enforcement  officers 
and  additional  accident  and  sickness  insurance 
coverage  for  law  enforcement  officers.  These 
benefits  are  funded  by  a $1.00  cost-of-court  as- 
sessment in  each  criminal  case  conviction  in  the 
State. 

Additionally,  the  Benefit  Trust  includes  the 
Retiree  Death  Benefit  Plan.  This  plan  is  funded 
by  participant  contributions.  The  benefit  is 
$5,000  after  24  months  of  contributions.  If  a 
participant’s  death  occurs  before  24  months  of 
contributions,  the  benefit  is  limited  to  a refund 
of  contributions. 

Chart  30  graphically  presents  the  distribu- 
tion of  revenues  by  source  and  expenditures  by 
purpose.  The  number  of  deaths  and  amounts  of 
benefit  payments,  according  to  member  group, 
during  1995  were: 


Life  Insurance  Payments 
Calendar  Year  1995 


Payment 

Amount 


$13,521,087 
1,838,195 

Chart  30 

North  Carolina  Teachers’ 
and  State  Employees’  Benefit  Trust 
Year  Ended  December  31,  1995 

Sources  of  Funds 


Retirement  System  Number  of 

Membership  Payments 

Teachers’  and  State  Employees’  493 
Local  Governmental  Employees’  110 


Local 

Governmental 
Employees’ 
Retirement  System 
$3,401,970 
10.8% 


Retirees' 

Death 

Benefit 

$6,086,483 

19.3% 


Separate 
Benefit  Fund 
$1,031,846 
3.3% 

L 


Teachers’  And 
State  Employees’ 
Retirement  System 
$10,908,998 
34.6% 


Investment 

Income 

$10,101,227 

32.0% 


Applications  of  Funds 


Local  Death 
Benefits  Paid 
$1,838,195 
5.8% 

Retirees’ 

Death 

Benefits  Paid 
$2,962,249 
9.4% 


Addition  To 
Reserves  For 
Future  Benefits 
$12,294,568 
39.0% 


Death  Benefits  And 
Insurance  Paid  SIF 
$780,155 
2.5% 


Administrative 
Expenses 
$134,270 
.4% 


State  Death 
Benefits  Paid 
$13,521,087 
42.9% 
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Firemen’s  and  Rescue  Squad  Workers’  Pension  Fund 

(Pension  Fund) 

N.C.G.S.  58-86-1  Through  58-86-90 


The  Pension  Fund  was  created  by  the  1959 
Session  of  the  General  Assembly  to  provide 
benefits  for  certified  firemen.  The  statutes  were 
amended  to  include  certified  rescue  squad  work- 
ers beginning  January  1,  1982.  Both  volunteer 
and  paid  personnel  are  included  in  the  member- 
ship. 

Funded  by  an  initial  appropriation  of 
$235,000,  retroactive  benefit  payments  amount- 
ing to  $210,700  were  made  to  362  retirees  during 
August  of  1962,  to  cover  all  benefits  due  and 
payable  since  July  1,  1961.  At  June  30,  1996,  the 
active  membership  of  the  fund  was  26,189  while 
the  number  of  retired  members  was  6,863.  In- 
vested assets  amounted  to  about  $123.3  million. 

The  distribution  of  the  investments  of  the 
assets  as  of  June  30,  1996,  was: 

Long-Term  Fixed  Income 
Investment  Fund 
Short-Term  Fixed  Income 
Investment  Fund 
Real  Estate  Investment  Fund 
Equity  Investment  Fund 
Venture  Capital 
Total 


$ 83,809,221 

2,461,938 

1,272,492 

35,620,263 

163,754 

81  23.327.668 


Operations  of  the  Pension  Fund  during  the 
1996  fiscal  year  resulted  in  total  receipts  of 
$25,381,952  and  total  expenditures  of  $12,311,756. 
Chart  31  graphically  presents  the  distribution  of 
revenues  by  source  and  expenditures  by  pur- 
pose. 

The  latest  Actuary’s  Valuation  Balance 
Sheet,  as  of  June  30,  1995,  is  shown  in  Table  15. 
Based  on  the  latest  actuary’s  report,  the  General 
Assembly  appropriated  $11,735,187  for  the  1995- 
96  fiscal  year.  The  yearly  appropriation  will  fund 
all  future  benefits,  based  on  current  service,  and 
will  fund,  over  a period  of  seven  years  from  June 
30,  1995,  the  remaining  accrued  liabilities  for 
past  service. 


Chart  31 

Firemen’s  and  Rescue  Squad  Workers’ 
Pension  Fund 
Year  Ended  June  30,  1996 

Sources  of  Funds 

Other 

Income 

$1,200 

Member  o% 


Applications  of  Funds 


Administrative 

Expenses 


55 


Retirees’  Health  Premiums  Fund 


This  fund  is  used  as  a conduit  of  moneys 
flowing  from  employers  to  pay  individual  cover- 
age cost  of  retirees’  health  insurance.  This  cov- 
erage can  be  under  either  the  State’s  health  plan 
or  approved  health  maintenance  organizations. 
Retirees  from  the  Teachers’  and  State  Employ- 
ees’, Consolidated  Judicial,  and  Legislative  Re- 
tirement Systems  are  eligible  for  coverage.  The 
method  of  collecting  the  employers’  payments  is 
a surcharge  of  2.00%  of  active  members’  payroll 
payable  with  the  employer  contribution  rate  to 
the  affected  retirement  system. 


Financial  Information  for  1995 


Beginning  Fund  Balance: 
Additions: 

Employer  Contributions 
Investment  Income 

Deductions: 

Health  Premiums  Paid 
Administrative  Expense 

Ending  Fund  Balance 


$112,172,582 

$144,562,998 

3,584,820  148,147,818 

$116,949,974 

159,574  117,109,548 

1 

$143,210,852 


Legislative  Retirement  Fund  (Fund) 
N.C.G.S.  120-4.1  Through  120-4.2 


The  Fund  was  created  by  the  1969  Session  of 
the  General  Assembly  as  a retirement  plan  for 
members  and  elected  officers  of  the  North  Caro- 
lina General  Assembly.  The  Fund  was  abolished, 
prospectively,  by  the  1973  Session  (Second  Ses- 
sion 1974).  The  abolishing  Act  preserved  the 
vested  and  inchoate  rights  of  the  members  in  the 
Fund  so  that  all  members  and  former  members 
of  the  General  Assembly,  who  had  qualified  by 
virtue  of  service  as  of  1974,  are  still  in  receipt  of 
monthly  allowances  or  may  apply  for  and  receive 


monthly  allowances  at  age  65.  There  were  46 
former  members  and  officers  of  the  General  As- 
sembly in  receipt  of  allowances,  with  a cost  in 
the  year  ended  December  31,  1995,  of  some 
$71,000.  The  cost  is  funded  by  a contribution  of 
5%  of  compensation  paid  by  members  at  retire- 
ment and  an  annual  general  fund  appropriation 
made  to  the  General  Assembly.  The  Fund  is  not 
operated  as  a retirement  fund,  but  as  an  ex- 
pendable trust  fund. 


Legislative  Retirement  System  (System) 
N.C.G.S.  120-4.8  Through  120-4.29 


The  Legislative  Retirement  System  was  cre- 
ated by  the  1983  Session  of  the  General  Assem- 
bly as  a retirement  plan  for  members  of  the 
General  Assembly.  The  membership  also  in- 
cludes: (1)  members  who  were  vested  or  had 
maintained  contributions  in  the  Legislative  Re- 
tirement Fund;  and  (2)  those  retirees  receiving  a 
benefit  from  the  Legislative  Fund  who  elect  to 
transfer  to  the  Legislative  Retirement  System. 

As  of  December  31,  1995,  the  System  had 
167  active  members,  105  inactive  members,  and 
161  retired  members.  Assets  on  that  date  totaled 


$12,883,019.  Operations  of  the  System  during 
calendar  year  1995  resulted  in  total  receipts  of 
$2,339,879  and  disbursements  of  $737,961  with 
$1,601,918  added  to  the  reserve  for  future  bene- 
fits. 

Based  on  the  latest  actuarial  report,  the 
employer  contribution  rate  was  set  by  the  Gen- 
eral Assembly  at  22.58%  of  covered  payroll,  ef- 
fective July  1,  1996.  On  this  basis,  the  total  of 
employee  and  employer  rates  of  contribution  is 
adequate  to  fund  all  future  benefits  presently 
authorized. 


Disability  Income  Plan 
N.C.G.S.  135-100  Through  135-113 


The  Disability  Income  Plan  of  North  Caro- 
lina was  created  in  1987  by  the  North  Carolina 
General  Assembly  with  an  effective  date  of 
January  1,  1988.  This  plan  replaced  the  former 


provisions  for  disability  retirement  under  the 
Teachers’  and  State  Employees’  Retirement  Sys- 
tem and  replaced  the  benefits  provided  under 
the  former  Disability  Income  Plan. 
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The  purpose  of  this  plan  is  to  provide  equi- 
table replacement  income  for  eligible  teachers 
and  State  employees  who  become  temporarily  or 
permanently  disabled  for  the  performance  of 
their  duty  prior  to  retirement.  Based  on  the  lat- 
est actuarial  report,  the  General  Assembly  set 
the  employer  contribution  rate  to  fund  this 
benefit  at  .52%  of  the  covered  payroll  of  mem- 
bers of  the  Teachers’  and  State  Employees’  Re- 
tirement System  and  the  Optional  Retirement 
Program,  effective  July  1,  1996. 

The  following  are  certain  statistics  relating 
to  the  number  of  disabled  members,  number  of 


new  claims,  claims  closed  during  the  year,  in- 
vestment earnings,  and  amount  of  benefit  pay- 
ments during  the  calendar  years  ended  1994  and 
1995: 


1994  1995 


Number  of  Disabled  Members  3,758  4,143 

New  Claims  During  the  Year  823  894 

Employer  Contributions  $29,052,665  $33,736,024 

Investment  Income  9,896,653  10,777,534 

Amount  of  Benefit  Payments  23,066,228  26,809,113 


Public  Employees’  Social  Security  Agency 
(Social  Security  Agency) 


N.C.G.S.  135-19 

The  Social  Security  Agency  administers  the 
State’s  responsibility  under  the  Social  Security 
Agreement  between  the  State  of  North  Carolina 
and  the  United  States  Secretary  of  Health  and 
Human  Services.  This  Agreement  was  entered 
into  on  July  16,  1951  and  executed  pursuant  to 
authority  in  Section  218  of  the  Federal  Social 


Through  135-26 

Security  Act  and  Article  2,  Chapter  135,  of  the 
General  Statutes  of  North  Carolina. 

The  provisions  of  the  Agreement  require  the 
Social  Security  Agency  to  provide  the  mechanics 
of  coverage  for  the  State  and  its  qualified  politi- 
cal subdivisions,  and  to  act  as  liaison  between 
the  State  and  the  Social  Security  Administra- 
tion. 


National  Guard  Pension  Plan  (Guard  Plan) 

N.C.G.S.  127A-40 


The  Guard  Plan  was  transferred  to  the  De- 
partment of  State  Treasurer  for  payment  of 
monthly  benefits  by  the  1979  Session  of  the 
General  Assembly,  effective  July  1,  1979.  This 
Division  pays  allowances  based  on  the  certifica- 
tion of  eligibility  of  former  national  guardsmen 
by  the  Secretary  of  the  Department  of  Crime 
Control  and  Public  Safety.  The  payments  of 
benefits  are  funded  by  State  general  fund  appro- 
priations by  the  General  Assembly.  As  of  De- 
cember 31,  1995,  there  were  1,514  beneficiaries 


in  receipt  of  monthly  allowances  from  the  Guard 
Plan  at  a cost  that  calendar  year  of  $1,455,964. 

The  1983  Session  of  the  General  Assembly 
enacted  legislation,  effective  July  1,  1983,  creat- 
ing a trust  fund  for  financing  National  Guard 
Plan  payments  and  requiring  that  the  Plan  be 
maintained  on  a generally  accepted  actuarial 
basis.  Based  on  an  actuarial  study  after  passage 
of  this  legislation,  the  June  1984  Session  appro- 
priated $1,717,977  to  begin  actuarial  reserve 
funding.  The  funding  appropriated  for  1995-96 
was  $2,282,928. 


Supplemental  Retirement  Income 
Plan  of  North  Carolina  [401(k)  Plan] 

N.C.G.S.  135-90  Through  135-95;  143-166.30;  And  143-166.50 


The  1983  Session  (Regular  Session,  1984) 
enacted  enabling-type  legislation  creating  the 
State’s  Internal  Revenue  Code  Section  401(k) 
Plan  effective  as  of  January  1,  1985.  The  Plan  is 
a voluntary  tax-deferred  savings/investment 


program  designed  to  supplement  members’  re- 
placement income  in  retirement.  The  Plan  is 
governed  jointly  by  the  State  Treasurer  and  a 
Board  of  Trustees  composed  of  members  of  the 
Boards  of  Trustees  of  the  Teachers’  and  State 
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Employees’  and  Local  Governmental  Employees’ 
Retirement  Systems. 

Branch  Banking  and  Trust  Company 
(BB&T),  the  Plan’s  third-party  administrator,  is 
responsible  under  the  Plan  document  adopted  by 
the  Board,  and  the  terms  of  the  contract  with  the 
Board,  for  all  aspects  of  operating  the  Plan.  This 
responsibility  includes  communications,  record- 
keeping, and  investment  products. 

The  Plan’s  number  of  participating  members 
rose  from  93,916  as  of  July  1,  1995,  to  104,297 
members  as  of  June  30,  1996,  for  an  increase  of 
over  11%.  Contributions  by  employers  during 
this  fiscal  year  totaled  $52,681,129  while  salary 
deferred  contributions  by  members  were  over 
$81,243,020.  The  total  assets  at  book  value  of  the 
Plan  increased  by  28%  to  $973,148,157. 


Under  the  current  contract,  members  may 
select  from  a bank  investment  contract,  a money 
market  account,  and  four  mutual  funds.  As  of 
June  30,  1996,  27.31%  of  the  assets  were  in- 
vested in  the  bank  investment  contract,  53.71% 
were  invested  in  the  mutual  funds,  and  11.57% 
were  invested  in  the  money  market  account.  In 
addition,  7.08%  of  the  assets  were  loans  receiv- 
able and  .33%  of  the  assets  were  cash  on  deposit. 

A portion  of  court  cost  receipts  are  deposited 
into  the  account  of  each  State  and  local  govern- 
ment law  enforcement  officer.  As  of  June  30, 
1996,  court  cost  receipts  of  $1,765,920  were 
transferred  and  credited  to  the  State  and  local 
law  enforcement  officers’  accounts. 

The  Supplemental  Retirement  Income  Plan 
of  North  Carohna  is  now  the  largest  State  gov- 
ernmental 401(k)  Plan  in  the  United  States. 


Registers  of  Deeds’  Supplemental  Pension  Fund 
N.C.G.S.  161-50  Through  161-50.5 


The  Registers  of  Deeds’  Supplemental  Pen- 
sion Fund  was  created  by  the  1987  Session  of  the 
General  Assembly  for  the  purpose  of  providing  a 
supplement  to  Local  Governmental  Employees’ 
Retirement  System  benefits  for  Registers  of 
Deeds.  The  stated  purpose  of  the  Act  was  to  at- 
tract the  most  highly  qualified  talent  available 
within  the  State  to  that  county  office. 

In  October  of  1987  each  county  board  of 
commissioners  began  remitting  monthly,  to  the 
Department  of  State  Treasurer,  an  amount 


equal  to  4.5%  of  the  receipts  collected  pursuant 
to  Article  1 of  Chapter  161  of  the  General  Stat- 
utes for  deposit  to  the  credit  of  the  Register  of 
Deeds’  Supplemental  Pension  Fund.  As  of  De- 
cember 31,  1995,  the  Fund  had  total  assets  in 
the  amount  of  $4,737,030. 

Benefits  from  the  Fund  became  payable  be- 
ginning July  1,  1988.  For  the  year  ending  De- 
cember 31,  1995,  the  Fund  paid  total  benefits  in 
the  amount  of  $490,256  to  52  retired  Registers  of 
Deeds. 
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Administrative  Services  Division 


The  Administrative  Services  Division  is  or- 
ganized to  provide  support  services  to  the  State 
Treasurer  and  the  program  divisions  within  the 
Department.  In  addition,  the  Administrative 
Services  Division  is  also  responsible  for  the  ad- 
ministration of  the  State’s  Escheat  and  Un- 
claimed Property  Program. 


Operational  Highlights 


• $10,903,326  in  net  investment  income 

from  the  prior  year’s  operations  of  the 
Escheat  and  Unclaimed  Property  Fund 
was  submitted  to  the  State  Education 
Assistance  Authority  to  provide  loans  to 
North  Carolina  students  in  State- 
supported  schools  of  higher  education. 


• A record  $32,165,820  in  escheated  and 
unclaimed  property  (cash  and  securi- 
ties) was  received  from  4,721  reports 
submitted. 

• $5,944,536  in  cash  and  securities  was 
refunded  to  6,977  claimants. 


Departmental  Services 


Departmental  Services  provides  general  formation  systems,  and  mail  and  supply  room/ 
support  to  the  Department  in  areas  of  depart-  purchasing  functions, 
mental  accounting,  personnel  management,  in- 


Departmental  Accounting 


The  basic  accounting  functions  of  the  De- 
partment are  provided  by  a central  accounting 
section  headed  by  a Controller  as  Section  Chief 
and  Chief  Fiscal  Officer  of  the  Department.  De- 
partmental Accounting  includes  the  investment 
accounting  function,  all  general  ledger  functions, 
the  escheat  accounting  function,  the  budgetary 
accounting  function,  and  technical  services. 

Investment  Accounting  — The  accounting 
for  the  investment  funds  discussed  under  the 
Investment  and  Banking  Division  is  very  similar 
to  the  accounting  for  mutual  funds.  The  Section 
maintains  general  and  subsidiary  ledgers  for 
each  investment  fund  utilizing  the  Investment 
Accounting  System,  an  integrated  software  pro- 
gram. 

Retirement  Accounting  — The  Section 
maintains  the  general  ledgers  for  each  pension 


fund  and  employee  trust  fund  discussed  under 
the  Retirement  Systems  Division. 

Other  Accounting  Functions  — The  Sec- 
tion maintains  the  general  ledgers  for  the  de- 
partmental, State  and  local  government  debt 
service  budgets,  the  Escheat  Fund,  and  all  other 
trust  funds. 

Budgeting  Operations  — Preparation  and 
implementation  of  the  annual  budget  author- 
ization is  the  responsibility  of  the  Section.  Activ- 
ity during  the  year  included  not  only  normal 
continuing  operations,  but  also  the  beginning 
preparation  of  the  Department’s  1997-99  con- 
tinuation and  expansion  budgets.  During  the 
1995-96  fiscal  year,  the  Department  spent 
$17,743,609  of  an  authorized  operating  budget  of 
$19,442,042.  (See  Exhibit  C.) 

Technical  Services  — Technical  services 
are  provided  on  a request  basis  and  include  the 
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coordination  of  the  Administrative  Procedures 
Act  for  the  Department.  Among  the  year’s  more 
notable  projects  were:  completion  of  the  project 
to  purchase  an  off-the-shelf  package  to  improve 
trading  by  the  Investment  Management  Section, 
preparing  the  preliminary  1997-2003  plan  for 
the  Department  together  with  the  preparation  of 
the  program  performance  data  for  the  1997-99 
budget  request,  start  of  the  process  to  prepare 
comments  on  exposure  drafts  for  the  Govern- 
mental Accounting  Standards  Board  (4),  provid- 


ing consulting  services  to  the  Retirement 
Systems  Division  on  their  imaging  project,  be- 
ginning a project  to  automate  the  other  divisions 
of  the  Department  (including  imaging  when  ap- 
propriate), completing  implementation  of  new 
PC  general  budget  applications  for  accounting 
for  the  Retirement  Systems  Division,  and  com- 
pleting Departmental  implementation  of  the 
statewide  accounting  system  of  the  State  Con- 
troller’s Office  installed  on  July  1,  1995. 


Personnel  Management 


As  of  June  30,  1996,  the  Department  of  State 
Treasurer  had  237.5  positions  which  were  as- 
signed as  follows: 

Personnel  Recapitulation 


Office  of  the  Treasurer  4 

Administrative  Services  Division  66 

Investment  and  Banking  Division  34.5 

State  and  Local  Government 

Finance  Division  32 

Retirement  Systems  Division  101 


237.5 


During  the  past  year,  8 employees  were 
promoted  to  higher  level  positions  and  17  new 
employees  were  hired.  In  addition,  there  were  17 
employees  who  separated  from  employment  in 
the  Department. 

The  Department  of  State  Treasurer  was  in- 
volved in  the  Office  Support  Services  Occupation 
Group  (OSSOG)  study  conducted  by  the  De- 
partment of  State  Personnel  for  the  fiscal  year 
1995-96.  Six  positions  were  reviewed  for  reclas- 
sification of  position  titles  based  on  the  following 
role  categories:  Processing  Assistant,  Office  As- 
sistant, Program  Assistant  and  Secretary. 


Information  Systems 


The  mission  of  the  Information  Systems  (IS) 
Section  is  to  develop,  implement  and  maintain 
the  computer  assisted  systems  that  support  the 
divisions  of  the  North  Carolina  Department  of 
State  Treasurer.  It  is  the  responsibility  of  the 
section  to  ensure  that  information  resources  and 
technology  are  utilized 

A)  in  a most  efficient  and  cost  effective  manner, 
and 

B)  in  accordance  with  the  guidelines  of  the 
North  Carolina  Information  Resource  Man- 
agement Commission. 

Information  Systems  accomplishes  its  mis- 
sion by  providing  the  following  services: 

— applications  analysis  and  design; 

— software  development  and  testing; 

— systems  implementation  and  maintenance; 

— hardware  and  software  procurement 
and  installation; 

— network  installation  and  management; 

— user  training  and  assistance. 

— provide  support  for  the  electronic  docu- 
ment management  system 

During  this  past  fiscal  year  we  have: 

— completed  2,367  job  requests 

— keyed  891,373  records  in  data  entry 

— executed  201,056  jobs  on  our  mainframe 
computer  system 


— printed  66.74  million  print  lines 

— trained  49  employees  in  Microsoft  Word 

— trained  16  employees  in  M/S  Windows 

— trained  56  employees  in  M/S  Excel 

— trained  5 employees  in  the  use  of  Foxpro 

— trained  13  employees  in  the  use  of  the 
newly  developed  time  reporting  system 

— installed  telephone  voice  mail  system 

— Installed  Department  Home  Page  on  the 
Internet 

— began  M/S  Word  and  Excel  user  group 
meetings 

— installed  new  air  conditioning  unit  in 
our  computer  room 

— ordered,  received,  assembled  and  in- 
stalled 6 laser  printers  and  58  PCs 
throughout  the  Department 

— installed  new  burster/decollator  for 
separating  checks  and  reports 

— added  6.8  gigabytes  of  disk  storage  to 
our  mainframe 

— transferred  1 data  entry  operator  to  the 
Escheats  Section 

— 1 data  entry  operator  left  the  Depart- 
ment 

— hired  1 analyst  and  1 programmer 


60 


— added  a token  ring  adapter  to  the  main-  — developed  and  implemented  an  auto- 
frame that  allows  access  for  64  more  mated  Disability  Overpayment  Account- 

workstations  ing  system 


Escheat  and  Unclaimed  Property  Program 


The  Escheat  Program  began  when  the  North 
Carolina  General  Assembly  adopted  the  Uni- 
versity Act  of  1789.  The  administration  of  the 
program  was  handled  by  the  University  of  North 
Carolina,  and  its  purpose  in  the  early  years  was 
simple  — to  recover  unclaimed  property  and  to 
utilize  it  for  the  benefit  of  the  University  Sys- 
tem. In  1970,  legislation  mandated  that  the 
North  Carolina  Department  of  State  Treasurer 
assume  responsibility  for  the  administration  of 
this  program.  The  purpose  and  scope  of  the  pro- 
gram was  broadened,  and  it  is  now  charged  with: 

• Recovering  unclaimed  or  forgotten  proper- 
ties belonging  to  North  Carolina  citizens. 

• Reuniting  these  properties  with  the  rightful 
owner. 

• Remitting  the  interest  earnings  on  the  funds 
invested  to  the  North  Carolina  State  Educa- 
tion Assistance  Authority  to  provide  loans  to 
worthy  and  needy  North  Carolina  students 
in  State-supported  institutions  of  higher 
education. 

The  program  provides  a most  unusual  but 
extremely  beneficial  service  to  the  State. 

What  is  an  Escheat?  Simply  put,  an  es- 
cheat is  the  succession  of  abandoned  property  to 
the  State.  It  is  commonly  associated  with  prop- 
erty that  comes  from  the  estate  of  a person  dying 
without  a will  and  without  any  known  heirs. 
However,  this  concept  has  been  broadened  to 
include  the  recovery  of  any  property  that  results 
from  the  failure  of  a person  legally  entitled  to 
that  property  to  make  a valid  claim  against  the 
holder  of  the  property  within  a prescribed  period 
of  time.  Consequently,  the  terms  escheat  and 
unclaimed  property  are  used  interchangeably. 

Holders  of  escheat  and  unclaimed  property 
may  include  companies,  retailers,  corporations, 
partnerships,  sole  proprietorships,  State  agen- 
cies, financial  institutions,  universities,  hospi- 
tals, local  governments,  public  utilities,  Clerks  of 
Superior  Court,  and  insurance  companies.  The 
types  of  property  which  are  often  unclaimed  may 
include  checking  and  savings  accounts  and  even 
uncashed  checks.  Altogether  there  are  over  100 
different  types  of  property  which  may  become 
unclaimed  or  escheatable. 

Recovery  of  Unclaimed  Property  — 
During  the  1995-96  fiscal  year,  $26,874,541  was 


deposited  into  the  Escheat  Account.  Of  this 
amount,  $26,824,187  came  from  unclaimed 
property  actually  recovered,  while  $50,354  came 
from  interest  penalties  applied  to  holders  who 
failed  to  file  reports  in  a timely  manner.  As  re- 
flected on  Chart  32,  funds  deposited  into  the  Es- 
cheat Account  continue  to  increase  substantially 
as  a result  of  greater  holder  awareness  to  report 
and  remit  unclaimed  property  belonging  to  in- 
dividuals who  cannot  be  located. 

In  addition  to  cash  receipts,  over  $5.2  million 
in  unclaimed  securities  (stocks,  bonds,  mutual 
funds)  were  received,  either  in  physical  or  book 
entry  form.  This  property  will  be  held  for  at  least 
one  year  while  attempts  to  locate  the  owner(s) 
are  completed.  If  the  owner  cannot  be  located, 
the  security  will  be  sold,  and  the  money  will  be 
credited  to  the  owner’s  account. 

Chart  32 

Unclaimed  Funds  Collected 
Year  Ending  June  30,  1996 


Savings  & Loans/ 
, __  _ Credit  Unions 

Clerks  of  State  Courts  $504  264 
$1,639,020 
6,09% 

Public  Utilities/ 

Membership  Co-ops 
$1,557,182 
5,79% 

State/Governmental 
Agencies 
$2,014,372 
7.50% 

Insurance  Companies 
$3,420,722 
12.73% 


Clearinghouses 
$3,589,312 
13,36% 


Reciprocal 

Agreements 

$496,521 


Court 

Settlements 

$350,642 

1.30% 


Interest  Penalties 
$50,354 
. 1 9% 


Auction  Proceeds 
$33,099 
.12% 


Other 

Businesses 

$8,906,467 

33.14% 


State/National  Banks 
$4,312,586 
16.05% 


Refunds  to  Rightful  Owners  — A record 
amount  of  money  was  refunded  in  fiscal  year 
1995-96,  amounting  to  $4,530,507  in  cash  re- 
funds and  $1,414,029  in  securities.  A total  of 
6,977  claimants  were  paid  refunds  this  year. 

The  efforts  to  return  property  to  the  rightful 
owner  are  many  and  varied.  The  North  Carolina 
General  Statutes  provide  that  a list  of  names 
and  addresses  of  rightful  owners  be  sent  to  each 
Clerk  of  Superior  Court.  To  make  the  public 
aware  of  these  lists,  legal  notices  are  placed  in 
two  newspapers  of  general  circulation  for  two 
consecutive  weeks.  As  an  additional  measure, 
the  program  also  submits  a duplicate  list  to  one 
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newspaper  in  each  county,  along  with  a news 
release  and  a request  that  the  list  be  reprinted. 
Approximately  80%  of  the  State’s  newspapers 
reprint  the  list  as  a public  service.  It  is  this 
service  that  generates  most  of  the  refund  re- 
quests from  the  owners. 

Another  effective  tool  utilized  to  refund 
property  to  the  rightful  owner  has  been  the 
process  of  matching  Social  Security  numbers 
against  the  database  from  the  tax  files  of  the 
North  Carolina  Department  of  Revenue.  The 
Department  of  Revenue  then  provides  this  office 
with  current  address  information  on  the  pro- 
spective claimant.  If  this  endeavor  does  not 
prove  to  be  successful,  a similar  match  is  made 
via  Social  Security  number  through  a credit  bu- 
reau that  will  also  provide  last  known  address 
information. 

Another  resource  the  program  uses  is  com- 
pact disks  with  data  that  contains  address  and 
telephone  number  information  on  millions  of 
citizens  across  the  country. 

Remittance  to  the  SEAA  — The  North 
Carolina  State  Education  Assistance  Authority 
(SEAA)  is  an  agency  of  the  State  of  North  Caro- 


lina and  is  authorized  by  the  General  Assembly 
to  administer  post-secondary  education  pro- 
grams of  student  financial  assistance  created 
under  Federal  or  State  law.  North  Carolina 
General  Statute  116B-37  provides  that  the  in- 
terest earnings  from  the  Escheat  Fund,  minus 
administrative  expenses,  be  deposited  with  the 
SEAA.  (See  Chart  33.)  The  law  further  provides 
that  this  money  will  be  utilized  to  provide  low 
interest  loans  to  worthy  and  needy  North  Caro- 
lina students  in  State-supported  schools  of 
higher  education.  This  year  $10,903,326  was  de- 
posited with  the  SEAA  for  this  purpose.  Interest 
earnings  from  last  year  provided  low-interest 
loans  to  2,782  North  Carolina  students  in  State- 
supported  schools  of  higher  education. 

In  the  24  years  since  the  North  Carolina  De- 
partment of  State  Treasurer  assumed  respon- 
sibility for  the  administration  of  the  Escheat  and 
Unclaimed  Property  Program,  $85,489,127  has 
been  made  available  to  the  SEAA  for  loans.  The 
loans  are  made  to  applicants  demonstrating  an 
income  based  need  and  are  made  without  regard 
to  race,  sex,  or  national  origin. 


Recent  Developments  in  Escheats/Unclaimed  Property 


Systems  Development  — The  Escheat  and 
Unclaimed  Property  Program  gained  more 
autonomy  from  the  Information  Systems  Section 
with  the  downloading  of  all  owner  and  holder 
data  files  from  the  mainframe  to  the  PC’s.  Utiliz- 
ing FoxPro  software,  over  300,000  owner  files 
and  19,924  holder  files  were  downloaded.  This 
allows  the  Program  to  independently  sort  rec- 
ords and  generate  reports  (i.e.  owner  lists)  in  a 
myriad  of  ways. 

Uniform  Unclaimed  Property  Act  (1995)  — 

the  National  Conference  of  Commissioners  on 
Uniform  State  Laws  worked  for  5 years  to  pass  a 
new  unclaimed  property  act  which  replaces  the 
version  enacted  in  1981.  In  1990,  North  Carolina 
led  the  National  Association  of  Unclaimed  Prop- 
erty Administrators  with  proposing  to  the 
Commission  that  a new  act  be  considered.  This 
Act  provides  a “model”  unclaimed  property  law 
for  the  states  to  follow,  if  agreeable  to  the  State 
legislatures.  If  adopted  by  all  states,  a great 


burden  on  the  holder  community  would  be  eased 
in  areas  of  uniform  reporting  periods,  and  uni- 
form requirements  on  notices  to  owners. 

In  addition,  the  new  Act  provides  the  admin- 
istrator of  the  unclaimed  property  law  greater 
flexibility  when  faced  with  a legitimate  request 
from  a holder  for  an  extension  of  time  to  file  a 
report.  The  extension  may  be  granted  for  good 
cause  and  the  administrator  may  accept  partial 
and  interim  payments  which  would  foreclose  the 
running  of  further  interest  in  the  amounts  paid. 
The  Act  also  protects  the  owners  of  unclaimed 
property  by  limiting  the  contracts  by  heirfinders. 
The  contracts  may  not  be  unconscionable,  and 
they  must  disclose  to  the  owner  the  nature  of  the 
property  and  the  services  to  be  rendered. 

The  failure  of  the  states  in  the  past  to  adopt 
a single  set  of  rules  to  govern  unclaimed  prop- 
erty has  been  a great  impediment  to  compliance 
in  the  past. 
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Chart  33 

Escheat  Fund  Fact  Sheet 


FY  7/1/1992 

FY  7/1/1993 

FY  7/1/1994 

FY  7/1/1995 

- 6/30/93 

- 6/30/94 

- 6/30/95 

-6/30/96 

Funds  Escheated: 

Clerks  of  State  Courts 

2,275,565 

2,056,040 

1,524,015 

1,639,020 

State  and  National  Banks 

3,211,694 

3,382,751 

2,926,312 

4,312,586 

Savings  & Loan  Associations  and 

Credit  Unions 

632,090 

541,891 

632,972 

504,264 

Insurance  Companies 

2,623,711 

2,617,947 

4,379,425 

3,420,722 

Public  Utilities  and 

Membership  Co-ops 

1,035,921 

1,289,671 

1,664,344 

1,557,182 

State  and  Governmental  Agencies 

1,490,088 

2,056,880 

1,508,944 

2,014,372 

Other  Businesses 

4,942,582 

4,441,605 

5,988,823 

8,906,467 

Clearinghouses: 

UPCH 

678,179 

959,024 

890,624 

3,023,529 

NAPPCO 

78,289 

351,483 

171,624 

529,474 

Reporting  Service 

37,765 

40,270 

42,288 

36,309 

Reciprocal  Agreements 

416,500 

358,791 

625,703 

496,521 

Interest  Penalties 

70,058 

65,116 

55,072 

50,354 

Auction  Proceeds 

18,140 

28,468 

34,232 

33,099 

Court  Settlements 

0 

0 

353.401 

350,642 

Total  Funds  Escheated 

S 17.510.582 

$ 

18.189.937 

$ 

20.797.779 

$ 26.874.541 

Number  of 

Reports  Received  (Cash) 

3,319 

3,276 

3,836 

4,179 

Reports  Received  (Securities) 

417 

483 

460 

521 

Number  of  Reciprocal 

Reports  Received 

22 

29 

28 

21 

Total  Reports  Received 

3.758 

3.788 

4.324 

4.721 

Amount  of  Funds  Received 

$ 17,094,082 

$ 

17,831,146 

$ 

20,172,076 

26,378,020 

Value  of  Securities  Received 

2,057,787 

2,741,579 

2,519,042 

5,291,279 

Amount  Received 

from  Reciprocal  States 

416.500 

358.791 

625.703 

496,521 

Total  Funds  Received 

$19,568,369 

i. 

20.931.516 

s. 

23.316.821 

32.165.820 

Number  of  Cash  Refunds  Paid 

5,026 

6,851 

6,698 

6,542 

Number  of  Security  Refunds  Paid 

151 

284 

415 

407 

Number  of  Refunds 

to  Reciprocal  States 

13 

17 

12 

28 

Total  Refunds  Paid 

5.190 

7.152 

7.125 

6.977 

Amount  of  Cash  Refunds  Paid 

$ 2,460,773 

$ 

3,893,371 

$ 

3,821,322 

3,734,988 

Value  of  Securities  Refunded 

303,040 

625,665 

771,972 

1,414,029 

Amount  Sent  to  Reciprocal  States 

202.204 

410.812 

573.349 

795.519 

Total  Amount  Refunded 

$ 2.966.017 

s. 

4.929.848 

$ 

5.166.643 

5.944.536 

Investment  Income 

$ 8,738,033 

$ 

9,852,546 

$ 

10,725,254 

12,544,956 

Less  Administrative  Expenses 

1.014.110 

1.426.389 

1.507.605 

1.641.630 

Amount  Due  to  SEAA 

$ 7.723.923 

a_ 

8.426.157 

4. 

9.217.649 

10.903.326 

Number  of  Loans  Made  to  Students 

2,350 

2,430 

2,591 

2,782 

Fund  Balance 

$101,630,214 

$115,497,164 

$126,771,905 

146,207,838 

**Percent  of  Administrative  Expense 

to  Receipts  & Refunds 

4.51% 

5.52% 

5.30% 

4.31% 

*UPCH  — Unclaimed  Property  Clearinghouse 
NAPPCO  — National  Abandoned  Property  Processing  Corporation 
Reporting  Service  — Unclaimed  Property  Reporting  Service 


**Adjusted  from  previous  years  because  of  inclusion  of  securities  data 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINED  BALANCE  SHEET 

ALL  DEPARTMENTAL  OPERATING  FUND  TYPES  AND  ACCOUNT  GROUPS 

JUNE  30,  1996 


Governmental  Fund  Type 

General  Fund  General  Fund  General  Fund 

(Departmental)  (Special  Appropriations)  (Special  Program) 


ASSETS 


Cash  and  cash  equivalents 
Accounts  receivable-interdepartmental 
Accounts  receivable-local  government 
Accounts  receivable-contributions 
Accounts  receivable-other 
Accrued  interest  receivable 
Inventories 
Investments 
Fixed  assets 
Total  Assets 


$2,066,149 

21,149 

30,403 


25,975 


$2.1 43.676 


$120,000  $ 111,694,379 

13,470,931 


46,284,412 


$120.000  $171.449.722 


LIABILITIES  AND  FUND  EQUITY 


Liabilities 

Accounts  payable-federal  government  $ 

Accounts  payable-local  government 
Accounts  payable-interdepartmental  20,898 

Accounts  payable-other  338,481 

Escheat  refunds  payable 

Accrued  expenses  51,748 

Deposits  Payable  504,817 

Total  Liabilities  915.944 


Fund  Equity 

Investment  in  fixed  assets 


$ 


$ 


Fund  Balance 

Reserved  for  trust  beneficiaries 
Reserved  for  inventories 
Reserved  for  encumbrances 
Unreserved 
Total  Fund  Balance 
Total  Fund  Equity 
Total  Liabilities  and  Fund  Balance 


25,975 
2,066,149 
(864,392  ) 

1.227.732 

1.227.732 


120,000 


171,449,722 


120.000 

120.000 


171,449,722 

171,449,722 

$171.449.722 


The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Exhibit  A 


Fiduciary  Fund  Type 

Expendable  Pension 

Trust  Funds  Funds 


Account  Group 

Agency  Fixed  Assets 

Fund  (Departmental) 


Total 

(Memorandum 

Only) 


$ 20,112,880 


4,874,521 

26,874,932 

110,466 

397,104,823 


S449.077.622 


$ 25,785,561  $476,110,762 


113,072,029 

326,169 

604,055  1,201,219 

29,101,628,795 


$29.241.416.609  $477.311.981 


$ $ 635,889,731 

21,149 
30,403 
131,417,481 
27,201,101 
1,915,740 
25,975 
29,545,018,030 
3.098,739  3.098.739 

$3.098.739  $30.344.618.349 


$ 343,448 

13,196,962 

228,853 

7,981,434 

670,675 


61,164 

454,653 


$ 

477,311,981 


22.421.372 


515.817  477.311.981 


$ 343,448 

477,311,981 
13,279,024 
1,021,987 
7,981,434 
722,423 
504.817 

501.165.114 


3,098,739 


3,098,739 


426,656,250 


426.656.250 

426.656.250 


29,240,900,792 


29.240.900.792  

29.240.900.792  3.098.739 

$29.241.416.609  $477.311.981  $3.098.739 


29,839,006,764 

145,975 

2,066,149 

(864.392) 

29,840.354.496 

29.843.453.235 

$30.344.618.349 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES, 
AND  CHANGES  IN  FUND  BALANCE 
ALL  DEPARTMENTAL  OPERATING  FUND  TYPES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1996 


Governmental  Fund  Type 

General  Fund  General  Fund  General  Fund 

(Departmental)  (Special  Appropriations)  (Special  Program) 


Revenues 
Investment  income 
Contributions  (employer/employee) 
Court  fees 

Current  year's  escheats 
Service  charges 
Miscellaneous 
Total  Revenues 


$ 


8,469,094 

168,909 

8.638.003 


Expenditures 
Current  administration 
General 

Escheat  Administration 
Investment  and  banking 
State  and  local  gov't  finance 
Retirement  systems 
Retirement  and  other  benefits  paid 
Refunds 

Management  fees 
Total  Expenditures 

Revenues  Over  (Under)  Expenditures 

Other  Financing  Sources  (Uses) 
Appropriations 

Interdepartmental  Transfers  In 
Interdepartmental  Transfers  Out 

Revenues  and  Other  Financing  Sources 
Over  (Under)  Expenditures  and  Other 
Financing  Uses 


1,959,667 

1,153,984 

3,011,214 

1,924,709 

5,611,749 


13.661.323 
(5,023,320  ) 


4,859,412 

333,648 

(95.218) 


74,522 


Fund  Balance:  July  1,  1994 
Adjust  Reserve  for  Related  Assets 
Fund  Balance:  June  30,  1995 


1,157,008 
(3.798  ) 
$ 1.227.732 


$ $ 3,781,620 

147,443,156 


151.224.776 


119.688.796 

119.688.796 

31,535,980 


11,915,187 

(11.885,187  ) 

(30,000)  31,535,980 

90,000  139,913,743 

$ 120.000  S171.449.723 


The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Exhibit  B 


Fiduciary  Fund  Types 

Total 

Expendable 

Pension 

(Memorandum 

Trust  Funds 

Funds 

(Only) 

$ 34,901,071 

$ 2,566,731,584 

$ 2,605,414,275 

59,612,575 

1,317,911,151 

1,524,966,882 

1,005,723 

4,498,071 

5,503,794 

19,435,932 

19,435,932 

8,469,094 

458 

1,233,219 

1.402.586 

114.955.759 

3.890.374.025 

4.165.192.563 

425,987 

1,959,667 

1,579,971 

54,012,796 

1,222,712,151 

3,011,214 

1,924,709 

5,611,749 

1,396,413,743 

105,685,079 

105,685,079 

718.154 

5,798.806 

6.516.960 

55.156.937 

1.334.196.036 

1.522.703.092 

59,798,822 

2,556,177,989 

2,642,489,471 

16,774,599 

333,648 

(12,119.407)  (24,099,812  ) 


47,679,415 

2,556,177,989 

2,635,497,906 

378,976,835 

26,684,722,803 

27,204,860,389 

(3,798 

$426,656,250 

$29,240,900,792 

$29,840,354,497 
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Exhibit  C 


DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  DEPARTMENTAL  RECEIPTS  AND  EXPENDITURES 
BUDGET  AND  ACTUAL  (BUDGETARY  BASIS) 

GENERAL  FUND  (Departmental  Activities  Only) 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1996 


Variance 

Favorable 


Budget 

Actual 

(Unfavorable) 

Departmental  Expenditures 

i 

Current  administration: 

General  administration 

$1,239,746 

$ 1,159,220 

$80,526 

Escheat  operations 

1,291,237 

1,217,043 

74,194 

Data  processing 

1,617,183 

1,445,035 

172,148 

Investment  & banking  operations 

4,806,330 

3,747,223 

1,059,107 

Local  government  operations 

2,128,013 

2,010,125 

117,888 

State  bond  issuance  cost 

225,400 

161,968 

63,432 

Retirement  operations 

8,134,133 

8,002,995 

131,138 

Transfers  to  Teachers'  and  State 

Employees'  Retirement  System 

Total  Departmental  Expenditures 

19.442.042 

17.743.609 

1.698.443 

Departmental  Receipts 

Current  administration: 

General  administration 

1,239,746 

1,159,220 

(80,526  ) 

Escheat  operations 

1,291,237 

1,217,043 

(74,194  ) 

Data  processing 

1,617,183 

1,445,035 

(172,148) 

Investment  & banking  operations 

224,282 

285,827 

61,545 

Local  government  operations 

624,449 

612,109 

(12,340  ) 

State  bond  issuance  cost 

225,400 

161,968 

(63,432  ) 

Retirement  operations 

8.134.133 

8.002.995 

(131.138  ) 

Total  Departmental  Receipts 

13.356.430 

12.884.197 

(472.233  ) 

Appropriation 

$6,085.61  2 

$4.859.412 

$1  226.200 

The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Exhibit  D 


NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
ALL  DEPARTMENTAL  OPERATING 
FUND  TYPES  AND  ACCOUNT  GROUPS 
JUNE  30,  1996 


1.  Principles  of  Presentation 

These  statements  include  all  operations  of  budgetary  funds  administered  by  the  Department  of 
State  Treasurer.  They  do  not  reflect,  nor  are  they  intended  to  reflect,  the  financial  condition  of 
the  State  of  North  Carolina.  Nor  do  they  reflect  the  investment  activity  of  the  State  Treasurer  ex- 
cept the  results  as  shown  in  the  budgetary  funds.  The  activity  of  the  investment  pools  are  shown 
in  separate  financial  statements  published  concurrently  herewith.  These  operations  are  broken 
down  by  type  of  fund  as  follows: 

A.  Governmental  Fund  Types  — Departmental  Operations  Only 

General  Fund  — The  operations  shown  include  all  administrative  expenses  and  offsetting 
revenues  in  Budget  Code  13410. 

General  Fund  — Special  Appropriation  — This  shows  General  Fund  transfers  to  the  Re- 
tirement System  for  Firemen  and  Rescue  Squad  Workers  Pension  Fund.  Death  Benefit  pay- 
ments for  law  enforcement  officers  and  firemen  and  rescue  squad  workers  are  also  included. 
(Budget  Code  13412) 

General  Fund  — Special  Program  — This  includes  the  activity  of  the  Retiree  Health  Pre- 
mium Fund  (Budget  Code  19342) 

B.  Fiduciary  Fund  Types 

Expendable  Trust  Funds  — Includes  ten  trust  funds  whose  corpus  and  income  are  re- 
stricted by  law  to  expenditures  necessary  to  carry  out  the  funds’  purpose.  These  trust  funds 
are: 

Disability  Income  Plan  of  North  Carolina  (Budget  Code  63421) 

Public  Employees’  Social  Security  Agency  Fund  (Budget  Code  63411) 

Death  Benefit  Fund  (Budget  Code  63429) 

Escheat  Fund  (Budget  Code  63412) 

Assurance  of  Land  Title  Fund  (Budget  Code  63415) 

Legislative  Retirement  Fund  (Budget  Code  63422) 

Absentee  Insurance  Fund  (Budget  Code  63416) 

Pine  Mountain  Lakes  Lot  Purchase  Fund  (Budget  Code  63419) 

Register  of  Deeds  Supplemental  Pension  Fund  (Budget  Code  63432) 

Educational  Facilities  Finance  Agency  (Budget  Code  63440) 

Pension  Funds  — Includes  seven  retirement  trust  funds: 

Teachers’  and  State  Employees’  Retirement  System  (Budget  Code  63423) 

Local  Governmental  Employees’  Retirement  System  (Budget  Code  63426) 

Consolidated  Judicial  Retirement  System  (Budget  Code  63425) 

N.C.  National  Guard  Pension  Fund  (Budget  Code  63430) 

Legislative  Retirement  System  (Budget  Code  63431) 

Firemen’s  Pension  Fund  (Budget  Code  63434) 
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Rescue  Squad  Workers’  Pension  Fund  (Budget  Code  63435) 

Agency  Fund  — Includes  one  fund  to  account  for  deposits  made  to  the  State  Treasurer  by 
local  governmental  units  for  investment  purposes  (Budget  Code  03410). 

C.  The  Fixed  Assets  Account  Group  is  a self-balancing  set  of  accounts  to  record  the  stewardship  of 
the  Department  for  the  furniture  and  equipment  bought  and  used  in  the  Department. 

2.  Summary  of  Significant  Accounting  Policies 

A.  Basis  of  Accounting  — Governmental  and  expendable  trusts  are  accounted  for  on  the  cash  ba- 
sis of  accounting  during  the  year.  At  year  end,  necessary  adjusting  journal  entries  are  made  to 
change  the  basis  of  accounting  to  the  modified  accrual  basis,  which  is  the  basis  on  which  the 
funds  are  reported  in  these  financial  statements.  Under  the  modified  accrual  basis  of  account- 
ing, revenues  are  recognized  when  both  measurable  and  available  to  pay  current-period  li- 
abilities. Expenditures  are  recognized  on  the  accrual  basis  except  that  purchases  of  supplies 
for  inventory  are  recognized  as  expenditures  in  the  period  in  which  the  supplies  were  received. 

Pension  trust  funds  are  accounted  for  on  the  accrual  basis  of  accounting.  Under  the  accrual 
basis  of  accounting,  revenues  are  recognized  when  earned  and  expenses  when  incurred. 

B.  Budgetary  Control  — Budgetary  control  is  exercised  only  over  the  operations  accounted  for  by 
the  Department  in  the  General  Fund.  The  budget  as  shown  in  the  statements  is  the  budget  as 
adopted  by  the  General  Assembly  and  as  modified  in  accordance  with  established  statutory 
procedures.  All  appropriations  lapsed  at  the  end  of  the  year. 

C.  Cash  and  Cash  Equivalents  are  the  moneys  of  the  various  funds  which  the  State  Treasurer 
holds  by  law  for  transactional  purposes.  Interest  is  earned  on  the  balances. 

D.  Inventories  — Inventories  consist  solely  of  postage  and  supplies  and  are  recorded  at  estimated 
actual  costs. 

E.  Fixed  Assets  — Fixed  assets  are  recorded  at  acquisition  costs.  The  account  group  includes 
only  those  assets  purchased  by  the  Department  and  currently  in  service  in  the  Department. 
Since  all  assets  are  acquired  through  the  General  Fund  and  used  in  General  Fund  operations, 
no  depreciation  is  recognized. 

F.  Trust  Fund  Assets  and  Equity  — Assets  of  trust  funds  are  maintained  at  cost.  The  net  assets 
of  each  trust  fund  are  held  solely  for  the  benefit  of  the  lawful  beneficiaries  of  the  trust  funds. 
Net  assets  of  trust  funds  are  shown  in  the  financial  statements  as  fund  balance  reserved  for 
trust  beneficiaries. 

G.  Investments  and  Investment  Income  — It  is  the  policy  of  the  State  to  treat  investments  in,  and 
investment  income  from,  the  Investment  Pools  of  the  State  Treasurer  as  quasi-external  trans- 
actions. Consequently  the  investments  by  the  trust  funds  in  the  investment  pools  with  me- 
dium to  long-term  horizons  are  shown  as  investments,  and  allocations  of  income  from  the 
investment  pools  are  shown  as  investment  income.  Allocations  of  investment  income  are  made 
by  the  investment  pools  on  a pro-rata  basis  from  net  income  of  each  fund. 

H.  Management  Fees  — All  administrative  operations  are  accounted  for  in  the  General  Fund. 
Each  trust  fund  benefiting  from  the  administration  is  charged  its  calculated  share  of  the  ad- 
ministrative costs.  Management  fees  are  considered  quasi-external  transactions. 


A-8 


I.  Interdepartmental  Transfer/Receivable/Payable  — The  major  elements  are  transfers  of  re- 
sources to  carry  out  programmatic  activities  in  the  receiving  fund. 

J.  Vacation  and  Sick  Pay  — Vacation  and  sick  pay  are  recorded  as  expenditures  only  when  taken 
(or  paid  in  the  case  of  vacation  pay  of  retiring  or  terminating  employees). 

3.  Deposits  and  Investments 

Deposits  and  investments  are  reported  in  detail  in  the  financial  statements  of  the  Pooled  Invest- 
ment Fund  in  the  State  Treasurer’s  Annual  Report  for  June  30,  1996.  As  reported  therein  more 
fully,  there  are  no  material  amounts  of  deposits  which  are  not  fully  insured  or  collateralized.  To- 
tal investments  of  the  Department  in  the  State  Treasurer’s  Investment  Pool  have  a book  value  of 
$36,581,133,534  and  a market  value  of  $42,918,464,441. 

4.  Reconciliation  of  Budgetary  Basis  and  GAAP  Basis 

The  Combined  Statement  of  Revenues  and  Expenditures  — Budget  and  Actual  for  the  General 
Fund  presents  the  comparisons  of  the  legally  adopted  budget  with  actual  data  recorded  on  the 
budgetary  basis.  Since  there  are  substantial  differences  between  the  budgetary  basis  of  account- 
ing and  the  GAAP  basis  of  accounting,  the  following  provides  the  reconciliation  between  the  two 
bases  of  accounting: 

Reconciliation  of  budgetary  basis  and  GAAP  Basis 


Fund 


Revenues 

Expenditures 

Balance 

Per  budgetary  basis,  June  30,  1996 

$12,884,197 

$17,743,610 

$ 

Eliminate  refunds  of  expenditures  from 
both  expenditures  and  receipts 

(2,602,314) 

(2,602,314) 

Eliminate  carry-forwards  from 
receipts  and  expenditures 

1,282,600 

(2,066,149) 

3,348,749 

Reclassify  items  to  transfer 

(399,913) 

(157,686) 

Net  change  in  accruals  at  beginning  and 
end  of  year 

(2,526,567) 

743,862 

(3,270,429) 

Adjustment  to  reserve  fund  balance 

Fund  balance  at  beginning  of  year 

Fund  Balance  per  GAAP  basis,  June  30,  1996 

$ 8.638.003 

$13,661,323 

(3,798) 

1.153.210 

$1,227,732 

There  were  no  expenditures  in  excess  of  appropriations  in  a budget  during  the  year. 

5.  Vacation  and  Sick  Leave 

The  Department,  in  accordance  with  State  policy,  records  the  cost  of  vacation  and  sick  leave  when 
taken  and  paid  rather  than  when  the  leave  is  earned.  State  policy  provides  for  a maximum  accu- 
mulation of  unused  vacation  leave  of  30  days  which  can  be  carried  forward  each  January  1st  or 
paid  upon  termination  of  employment  with  the  State.  Under  this  policy,  the  accumulation  vaca- 
tion leave  for  each  employee  at  each  June  30th  would  equal  the  leave  carried  forward  at  the  pre- 
vious December  31  plus  the  leave  earned  and  less  the  leave  taken  between  January  1 and  June 
30.  The  accumulation  of  unused  sick  leave  earned  is  unlimited,  but  the  employee  cannot  be  com- 
pensated for  any  unused  sick  leave  upon  termination  of  employment.  Consequently,  at  June  30, 
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1996,  the  Department  had  an  actual,  but  unrecorded,  liability  for  unused  vacation  leave  in  the 
amount  of  $519,827  and  a contingent  liability  for  the  unused  sick  leave  in  the  amount  of 
$1,890,845. 

6.  General  Fund  — Departmental  Surplus 

The  data  shown  for  the  General  Fund  in  the  financial  statements  is  only  that  part  of  the  General 
Fund  operated  through  the  Department.  Figures  shown  are  the  accumulated  differences  in  ac- 
cruals between  the  budgetary  basis  and  the  GAAP  basis.  On  the  budgetary  basis,  there  is  a zero 
fund  balance  for  the  Department. 

7.  Fixed  Assets 

The  breakdown  by  type  of  fixed  assets  at  book  value  and  the  changes  in  fixed  assets  during  the 
year  are: 


Office  Furniture  and 
Equipment 
Data  Processing 
Equipment 


Beginning  Prior  Year  Ending 

Balance  Asset  Adiustment  Acquisitions  Retirements  Balance 


$ 357,036 


$ 


0 


$ 69,988 


$0  $ 427,025 


1,813.450 


811,999 


114,089 


67,525  2,671,713 


Total  Fixed  Assets  $2,170,486 


$811,999 


$184,077  $67,525  $3,098,738 


No  depreciation  has  been  recorded  on  any  fixed  asset. 


8.  Pensions 


All  full-time  permanent  personnel  in  the  Department  are  members  of  the  Teachers’  and  State 
Employees’  Retirement  System.  Total  pension  expense  recorded  during  the  year  was  $725,882. 
Information  on  the  Retirement  System  may  be  found  in  the  annual  report  of  the  Department. 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINING  BALANCE  SHEET 
DEPARTMENTAL  EXPENDABLE  TRUST  FUNDS 

JUNE  30,  1996 


Disability 

Teachers’ 
and  State 

Public 

Employees’ 

Escheat 

Salary  Plan  of 

Employees’ 

Social  Security 

ASSETS 

Fund 

North  Carolina 

Benefit  Fund 

Affencv  Fund 

Cash  and  cash  equivalents 

Accounts  receivable-contributions 

$ 12,267,267 

$ 3,094,857 

3,483,298 

$ 3,074,783 

1,282,090 

$586,153 

Accounts  receivable-other 

25,000,000 

1,850,976 

23,956 

Accrued  interest  receivable 

70,370 

18,934 

13,576 

3,105 

Investments 

128.425.635 

139.156.447 

124.899.931 

Total  Assets 

LIABILITIES  AND  FUND  EQUITY 

$165,763,272 

$147,604,512 

$129,294,336 

$589,258 

Liabilities 

Accounts  payable-federal  government 
Accounts  payable-interdepartmental 
Accounts  payable-other 

Escheat  refunds  payable 

Deferred  income 

$ 

10,903,326 

7,981,434 

670.675 

$ 

100,429 

$ 

2,293,636 

128,424 

$343,448 

Total  Liabilities 

19.555.435 

100.429 

2.422.060 

343.448 

Fund  Balance 

Reserved  for  trust  beneficiaries 
Unreserved 

146.207.837 

147.504.083 

126.872.276 

245.810 

Total  Fund  Balance 

146.207.837 

147.504.083 

126.872.276 

245.810 

Total  Fund  Equity 

146.207.837 

147.504.083 

126.872.276 

245.810 

Total  Liabilities  and  Fund  Balance 

$165,763,272 

$147,604,512 

$129,294,336 

$589,258 

The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Schedule  1 


Legislative 

Retirement 

Fund 

Reg.  of  Deeds 
Supplemental 
Pension  Fund 

Assurance 
of  Land 
Title 

Fund 

Absentee 

Insurance 

Fund 

Pine  Mountain 
Lakes  Lot 
Purchase 
Fund 

Educational 

Facilities 

Finance 

Aeencv 

Total 

Expendable 

Trust 

Funds 

$6,094 

37 

$ 545,460 
109,133 

2,620 

4.622.810 

$60,798 

322 

$263,335 

1,395 

$20,290 

107 

$193,843 

$ 20,112,880 
4,874,521 
26,874,932 
110,466 
397.104.823 

$6,131 

$5,280,023 

$61,120 

$264,730 

$20,397 

$193,843 

$449,077,622 

$ 

$ 

$ 

$ 

$ 

$ 

$ 343,448 

13,196,962 
228,853 
7,981,434 
670.675 

22.421.372 

6.131 

5.280.023 

61.120 

264.730 

20.397 

193.843 

426.656.250 

6.131 

6.131 

$6,131 

5.280.023 

5.280.023 

$5,280,023 

61.120 

61.120 

$61,120 

264.730 

264.730 

$264,730 

20.397 

20.397 

$20,397 

193.843 

193.843 

$193,843 

426.656.250 

426.656.250 

$449,077,622 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINING  STATEMENT  OF  REVENUES,  EXPENDITURES  AND 

CHANGES  IN  FUND  BALANCE 
DEPARTMENTAL  EXPENDABLE  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1996 


Escheat 

Fund 

N.C. 

Disability 

Fund 

Teachers’ 
and  State 
Employees' 
Benefit  Fund 

Public 
Employees' 
Social  Security 
Affencv  Fund 

Revenues 

Investment  income 

Contributions  (employer/employee) 
Court  fees 

Current  year's  escheats 

Miscellaneous 

$ 12,544,956 

19,435,932 

438 

$ 11,457,230 
37,915,804 

20 

$ 10,444,702 

20,432,126 
999,470 

$ 34,382 

Total  Revenues 

31.981.326 

49.373.054 

31.876.298 

34.382 

Expenditures 

Current  Administration 

Escheat  Administration 

Retirement  and  other  benefits  paid 
Management  fees 

425,987 

32,185,768 

85.676 

21,251,297 

117.175 

Total  Expenditures 

425.987 

32.371.444 

21.368.472 

Revenues  Over(Under)  Expenditures 

31,555,339 

17,001,610 

10,507,826 

34,382 

Other  Financing  Sources(Uses) 
Interdepartmental  Transfers  Out 

(12.119.407) 

Revenues  and  Other  Financing  Sources 
Over(Under)  Expenditures  and 

Other  Financing  Uses 

19,435,932 

17,001,610 

10,507,826 

34,382 

Fund  Balance:  July  1,1995 

Fund  Balance:  June  30,1996 

126.771.905 

8146.207.837 

130.502.473 

8147.504.083 

116.364.450 

211.428 

8245.810 

The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Schedule  2 


Legislative 

Retirement 

Fund 

Reg.  of  Deeds 
Supplemental 
Pension  Fund 

Assurance 
of  Land 
Title 

Fund 

Absentee 

Insurance 

Fund 

Pine  Mountain 
Lakes  Lot 
Purchase 
Fund 

Educational 

Facilities 

Finance 

Asencv 

Total 

Expendable 

Trust 

Funds 

$ 462 

69,789 

$ 398,055 
1,194,856 

$ 3,808 

353 

$ 16,205 

5,900 

$ 1,271 

$ 

$ 34,901,071 
59,612,575 
1,005,723 
19,435,932 
458 

70.251 

1.592.911 

4.161 

22.105 

1.271 

114.955.759 

68,725 

532 

507,006 

414.771 

425,987 

54,012,796 

718.154 

69.257 

921.777 

55.156.937 

994 

671,134 

4,161 

22,105 

1,271 

59,798,822 

(12.119.407  ) 


994 

671,134 

4,161 

22,105 

1,271 

47,679,415 

5.137 

4.608.889 

56.959 

242.625 

19.126 

193.843 

378.976.835 

86.131 

85.280.023 

861.120 

8264.730 

820.397 

8193.843 

$426,656,250 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINING  BALANCE  SHEET 
DEPARTMENTAL  PENSION  FUNDS 
JUNE  30,  1996 


Teachers’  and  Local 

State  Employees’  Governmental  Employees’ 

Retirement  System  Retirement  System 


ASSETS 


Cash  and  cash  equivalents 
Accounts  receivable-contributions 
Accounts  receivable-other 
Accrued  interest  receivable 
Investments 
Total  Assets 


$ 14,917,724 

88,577,209 
207,909 
319,793 
23.108.968.323 

$23.212.990.958 


$ 7,596,918 

23,585,400 
118,260 
277,154 
5.664.720.677 

$5.696.298.409 


LIABILITIES  AND  FUND  EQUITY 

Liabilities 

Accounts  payable-interdepartmental 
Accounts  payable-other 
Total  Liabilities 

Fund  Equity 

Fund  Balance 

Reserved  for  trust  beneficiaries 
Total  Fund  Balance 
Total  Fund  Equity 
Total  Liabilities  and  Fund  Balance 


305,745 

305,745 


23.212.685,213 

23.212.685.213 

23.212.685.213 

$23.212.990.958 


145.863 

145.863 


5.696.152.546 

5.696.152.546 

5.696.152.546 

$5.696.298.409 


The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Schedule  3 


Consolidated 

Judicial  National  Guard  Legislative 

Retirement  System  Pension  Fund  Retirement  System 


Rescue  Squad 

Firemen's  Workers'  Pension  Total 

Pension  Fund  Fund Pension  Funds 


$ 411,584 

825,580 

$ 196,519 

$ 200,878 

83,840 

$ 2,347,893 

$ 114,045 

$ 25,785,561 

113,072,029 
326,169 

3,561 

995 

1,140 

950 

462 

604,055 

171.108.082 

22.646.304 

13.319.679 

108.347.688 

12.518.042 

29.101.628.795 

81 72.348.807 

822.843.818 

$13,605,537 

$110,696,531 

$12,632,549 

$29,241,416,609 

3.045 

49,837 

11,327 

61,164 

454.653 

3.045 

49.837 

11.327 

515.817 

172.345.762 

172.345.762 

172.345.762 

$172,348,807 

22.843.818 

22.843.818 

22.843.818 

$22,843,818 

13.605.537 

13.605.537 

13.605.537 

$13,605,537 

110.646.694 

110.646.694 

110.646.694 

$110,696,531 

12.621.222 

12.621.222 

12.621,222 

$12,632,549 

29.240.900.792 

29.240.900.792 

29.240.900.792 

$29,241,416,609 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINING  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE 
DEPARTMENTAL  PENSION  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1996 


Teachers’  and 

State  Employees’ 
Retirement  System 

Local 

Governmental  Employe' 
Retirement  System 

Revenues 

Investment  income 

Contributions  (employer/employee) 

Court  fees 

Miscellaneous 

Total  Revenues 

$ 2,041,141,693 
989,080,327 

1.145.745 

3.031.367.765 

« 

$ 496,791,238 

300,947,037 
4,498,071 
86.099 

802.322.445 

Expenditures 

Retirement  and  other  benefits  paid 

Refunds 

Management  fees 

Total  Expenditures 

994,441,292 

64,126,214 

3.977.723 

1.062.545.229 

205,211,851 

40,482,928 

1.461.194 

247.155.973 

Revenues  Over  (Under)  Expenditures 

1,968,822,536 

555,166,472 

Other  Financing  Sources  (Uses) 
Interdepartmental  transfers  in 

Revenues  and  Other  Financing  Sources 

Over  (Under)  Expenditures  and  Other 
Financing  Uses 

1,968,822,536 

555,166,472 

Fund  Balance:  July  1,1995 

Fund  Balance:  June  30,1996 

21.243.862.677 

823.21 2.685.21 3 

5.140.986.074 

S5.696.152.546 

The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Schedule  4 


Consolidated 

Judicial 

Retirement  Svstem 

National  Guard 
Pension  Fund 

Legislative 
Retirement  Svstem 

Firemen's 
Pension  Fund 

Rescue  Squad 
Workers' 
Pension  Fund 

Total 

Pension  Funds 

$ 15,020,749 

$ 1,916,279 

$ 1,137,655 

$ 9,617,039 

$ 1,106,931 

$ 2,566,731,584 

9,919,641 

2,282,927 

1,024,437 

13,373,675 

1,283,107 

1,317,911,151 

4,498,071 

75 

100 

1.050 

150 

1.233.219 

24.940.465 

4.199.206 

2.162.192 

22.991.764 

2.390.188 

3.890.374.025 

9,853,688 

1,527,116 

737,969 

9,921,610 

1,018,625 

1,222,712,151 

24,868 

1,120 

890,992 

158,957 

105,685,079 

15.788 

18,544 

3.985 

290.787 

30,785 

5,798,806 

9.894.344 

1.545.660 

743.074 

11.103.389 

1.208.367 

1.334.196.036 

15,046,121 

2,653,546 

1,419,118 

11,888,375 

1,181,821 

2,556,177,989 

15,046,121 

2,653,546 

1,419,118 

11,888,375 

1,181,821 

2,556,177,989 

157.299.641 

20.190.272 

$22.843.81 8 

12.186.419 

$13,605,537 

98.758.319 

11.439.401 

$12,621,222 

26.684.722.803 

S29.240.900.792 
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Exhibit  A 


NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
INVESTMENT  POOL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1996 


ASSETS 

Cash  in  Bank 

Cash  with  Equity  Managers 
Accounts  Receivable 
Accrued  Investment  Income 
Investments,  at  Book  Value 
Total  Assets 

LIABILITIES 

Accounts  Payable 
Undistributed  Income 
Deferred  income 
Participants'  Balances: 

Total  Liabilities 

The  accompanying  notes  to  the  financial 


$ 107,986,885 

2,113,430 
27,489,940 
507,515,188 
36.581.133,534 

837.226.238.977 


$ 33,367,410 

35,260,336 
0 

37.157.611,231 

837.226.238.977 

are  an  integral  part  of  this  statement. 
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Exhibit  B 


NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  REVENUES,  EXPENDITURES 
AND  OTHER  FINANCING  SOURCES  AND  USES 
INVESTMENT  POOL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1996 


Revenues 

Investment  Income: 

Interest 

Dividends 

Income  from  Real  Estate  Trusts 
Income  from  Venture  Capital 
Net  Gains  (Losses)  from  Sales  of  Securities 
Supplemental  Income: 


$2,034,508,406 

396,090,135 

21,687,522 

5,617,424 

597,530,721 

9.253.800 


Total  Operating  Income 


$3.064.688.008 


Less  Operating  Expense: 

Treasurer’s  Allocated  Cost  3.857.270 


Net  Income  Available  for  Distribution 
Income  Distributed 
Change  in  Undistributed  Income 
Undistributed  Income,  July  1,1995 
Undistributed  Income,  June  30,1996 


$3,060,830,738 
(3.057.266.679  ) 

3,564,059 

31.696.277 


The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Exhibit  C 


NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
INVESTMENT  POOL 
JUNE  30,  1996 

1.  Principles  of  Presentation 

These  statements  include  only  the  various  investment  portfolios  (called  “investment  funds”)  in 
the  investment  pool  run  by  the  State  Treasurer.  They  do  not  show,  nor  are  they  intended  to 
show,  any  operations  of  the  Department  which  are  shown  in  financial  statements  published  con- 
currently herewith.  They  do  not  reflect,  nor  are  they  intended  to  reflect,  the  financial  condition 
of  the  State  of  North  Carolina. 

Fiduciary  Fund  Types 

Investment  Pool  — Includes  within  a single  entity  the  seven  investment  portfolios  established  by 
the  State  Treasurer  for  the  investment  of  all  moneys  deposited  with  the  State  Treasurer, 
whether  State  moneys  or  moneys  voluntarily  deposited  for  investment  purposes  only.  The 
seven  investment  portfolios  are: 

Short-term  Investment  Fund  — to  provide  for  State  moneys  generally  and  all  other  moneys  re- 
quired to  be  deposited  with  the  State  Treasurer  and  moneys  voluntarily  deposited  with  the 
State  Treasurer  by  State  Agencies. 

Liquid  Asset  Fund  — to  provide  for  the  investment  of  moneys  voluntarily  deposited  by  non-State 
Agencies  with  the  State  Treasurer  for  investment  only. 

Long-term  Investment  Fund  — to  provide  investments  in  intermediate  and  long-term  Treasury, 
Agency,  and  corporate  bonds  for  the  pension  trust  funds  and  certain  large  expendable  trust 
funds. 

Equity  Investment  Fund  — to  provide  investments  in  equity  securities  for  the  pension  trust 
funds. 

Real  Estate  Investment  Fund  — to  provide  investments  in  real  estate  through  trusts  adminis- 
tered by  third  party  professionals  for  the  pension  trust  funds. 

Bond  Proceeds  Fund  — to  provide  for  maintaining  the  records  on  investment  of  bond  proceeds 
subject  to  federal  arbitrage  regulations  and  segregating  the  interest  estimated  to  be  subject 
to  transfer  to  the  U.S.  Treasury. 

Venture  Capital  Investment  Fund  — provides  for  investments  in  venture  capital  through  trusts 
administered  by  third  party  professionals  for  the  pension  trust  funds. 

The  investment  pool  has  no  counterparts  in  the  literature  on  governmental  accounting.  The  fi- 
nancial statement  consist  of  a Statement  of  Assets  and  Liabilities,  a Statement  of  Revenues,  Ex- 
penditures and  Other  Financing  Sources  (Uses),  and  Notes  to  the  Financial  Statements.  Since 
the  investment  pool  has  no  fund  balance,  all  assets  held  have  an  equal  liability  to  some  depositor. 
No  cash  flow  statement  is  shown  since  the  Statement  of  Revenues,  Expenditures  and  Other  Fi- 
nancing Sources  (Uses)  adequately  reflects  cash  flows  in  the  investment  pools. 

2.  Summary  of  Significant  Accounting  Policies 

A.  Basis  of  Accounting  — The  investment  pool  is  accounted  for  on  the  accrual  basis.  Security 
transactions  are  recorded  as  of  trade  date. 

B.  There  are  no  operations  subject  to  budgetary  control  reflected  in  the  statements  of  the  in- 
vestment pool. 
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C.  Cash  in  Bank  — Deposits  received  and  warrants  cleared  by  the  banks  are  reported  as  of  the 
date  recorded  on  the  bank’s  books. 

D.  Investments  — Investments  are  accounted  for  on  the  accrual  basis  and  are  reported  at  book 
value.  Book  value  is  equivalent  to  the  original  cost  adjusted  for  the  amortization  of  premium 
or  discount  on  the  scientific  method.  Average  cost  is  used  to  calculate  gain  or  loss  on  the  sale 
of  a security. 

E.  Transactions  in  Process  — Deposits  in  banks  and  warrants  cleared  by  the  banks  may  be  re- 
ported and  recorded  one  or  more  days  prior  to  the  time  that  the  budget  code  to  be  credited  is 
known. 

F.  Participant  balances  are  the  liability  of  the  investment  portfolio  for  moneys  deposited  therein 
and  invested  by  the  portfolio. 

G.  Income  is  distributed  monthly  by  the  Short-term,  Long-term,  and  Equity  Investment  Funds; 
daily  by  the  Liquid  Asset  Fund;  quarterly  by  the  Real  Estate  Investment  Fund;  at  the  end  of 
the  arbitrage  period  by  the  Bond  Proceeds  Fund;  and  as  cash  earnings  are  received  by  the 
Venture  Capital  Investment  Fund. 

H.  Expenses  of  the  investment  funds  are  paid  from  Budget  Code  13410  and  are  funded  from  the 
State’s  General  Fund.  Periodically,  each  investment  fund  reimburses  the  General  Fund  for 
its  allocated  share  of  those  expenses  by  depositing  money  to  General  Fund  Budget  Code 
19997,  “Banking  and  Investment  Fees.” 

3.  Deposits  and  Investments 

Unless  specifically  exempted  from  the  requirement,  every  officer  and  agency  of  the  State  is  re- 
quired by  N.C.G.S.  147-77  to  deposit  daily,  moneys  received,  either  with  the  State  Treasurer  or 
in  an  account  with  a depository  institution  in  the  name  of  the  State  Treasurer  with  a daily  report 
to  the  State  Treasurer.  Funds  deposited  with  the  State  Treasurer  for  safekeeping  and  separate 
investment  are  included  in  an  investment  pool  in  one  or  more  of  seven  separate  investment  port- 
folios segregated  only  by  the  investment  objective  of  the  portfolio.  Each  participant  of  each  port- 
folio owns  a pro-rata  undivided  interest  in  all  deposits  and/or  investments  in  the  portfolio  and  in 
the  realized  earnings  of  the  portfolio. 

Deposits  in  Financial  Institutions 

The  State  Treasurer  maintains  numerous  deposit  accounts  for  collecting  and  disbursing  funds. 
Expenditures  for  the  primary  government  and  certain  component  units  are  made  by  warrant 
drawn  on  the  State  Treasurer,  which  are  issued  by  the  agency  receiving  the  goods  and  services. 
The  State  Treasurer  processes  these  warrants  each  day  when  presented  to  him  by  the  Federal 
Reserve  Bank  or  the  local  clearing  banks.  The  deposits  in  the  short-term  investment  portfolio 
are  immediately  available  to  the  depositor,  subject  only  to  compliance  with  the  State’s  budgetary 
laws.  These  deposits  are  recorded  in  the  North  Carolina  Accounting  System  as  “Pooled  Cash” 
and  are  considered  to  be  a special  form  of  cash  and  cash  equivalent.  The  State  Treasurer’s  pool  is 
larger  than  the  pooled  cash  by  the  amount  of  warrants  issued  by  the  agencies  but  not  yet  pre- 
sented for  payment  through  the  banking  system. 

Agency  deposits  to  the  accounts  of  the  State  Treasurer  and  deposits  of  the  State  Treasurer  may 
be  made  in  any  bank,  savings  and  loan  association,  or  trust  company  in  the  State  approved  by 
the  State  Treasurer.  Depositories  are  required,  in  accordance  with  the  rules  in  Chapter  20 
NCAC  7 (North  Carolina  Administrative  Code),  to  collateralize  all  balances  of  the  State  Treas- 
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urer  which  are  not  insured.  Basically,  these  rules  require  that  the  bank  maintain,  as  collateral 
in  an  escrow  account  established  by  the  State  Treasurer  with  a third-party  bank,  securities  of  a 
type  enumerated  in  the  rules,  in  an  amount  whose  market  value  is  not  less  than  the  amount  of 
the  time  deposits  and  the  average  balance  of  demand  deposits  for  the  preceding  quarter  less  the 
allowable  deposit  insurance  on  the  deposits.  Generally,  rules  require  the  securities  to  be  gov- 
ernmental in  origin  (e.g.,  U.S.  Treasury  and  U.S.  agency  obligations,  or  state  and  local  govern- 
ment obligations)  or  the  highest  grade  commercial  paper  and  bankers’  acceptances.  Financial 
institutions  generally  may  elect  to  collateralize  State  deposits  separately  (dedicated  method)  or 
to  include  the  deposits  of  North  Carolina  local  government  units  in  the  same  collateral  pool  with 
the  State  (pooling  method).  Financial  institutions  report  only  quarterly  on  bank  balances  and 
amounts  deposited  in  escrow  as  collateralization  of  deposits.  The  State  maintains  no  records  of 
financial  institution  balances  of  local  governments  collateralized  in  the  pool  with  State  deposits. 
Since  the  amounts  of  local  government  deposits  in  the  pooling  method  banks  are  not  known  the 
State’s  risk  of  being  undercollateralized  at  any  given  time  is  increased.  Therefore,  the  institu- 
tion’s financial  condition  may  cause  the  State  Treasurer  to  require  a particular  institution  to 
utilize  the  dedicated  method  exclusively  for  the  protection  of  each  public  depositor. 


At  June  30,  1996,  the  deposits  maintained  by  the  State  Treasurer  consisted  of  (expressed  in 
thousands): 


Demand 

Time 

Total  Cash  Pool 


Carrying  Value 

$110,110 

46.096 

$156.196 


Bank  Balance 

$110,398 

46.096 

$156  494 


Eighty-nine  percent  of  the  balances  in  financial  institutions  were  deposited  under  the  pooling 
method.  Because  the  institutions  complied  with  the  collateralization  policies  and  procedures  de- 
scribed above,  the  State  considers  all  of  its  deposits  to  be  either  insured  or  covered  by  collateral 
held  by  the  State’s  agent. 

Investments  of  the  State  Treasurer 


All  monies  in  the  custody  of  the  State  Treasurer,  regardless  of  source,  except  required  current 
transactional  balances  are  fully  invested  at  all  times.  All  investments  are  segregated  in  appro- 
priate investment  portfolios  based  on  the  purpose  of  the  portfolio.  Income  generated  by  each 
portfolio  is  periodically  distributed  to  the  participants. 

N.C.G.S.  147-69. 1(c)  and  147-69.2  authorize  the  State  Treasurer  to  invest  in  the  following: 

1.  Obligations  of  or  fully  guaranteed  by  the  United  States  and  the  obligations  of  certain  fed- 
eral agencies; 

2.  Repurchase  agreements; 

3.  Obligations  of  the  State  of  North  Carolina; 

4.  Savings  certificates  issued  by  specified  savings  and  loan  associations; 

5.  Certificates  of  deposit  issued  by  specified  banks; 

6.  Shares  of  or  deposits  in  specified  savings  and  loan  associations; 

7.  Prime  quality  commercial  paper  bearing  specified  ratings; 

8.  Bills  of  exchange  or  time  drafts  drawn  on  and  accepted  by  specified  commercial  banks  and 
eligible  for  use  as  collateral  by  member  banks  in  borrowing  from  a Federal  Reserve  Bank; 

9.  General  obligations  of  other  states  in  the  United  States; 

10.  General  obligations  of  cities,  counties  and  special  districts  in  North  Carolina; 

11.  Asset-backed  securities  (whether  considered  debt  or  equity)  bearing  specific  ratings; 

12.  Obligations  of  any  company  incorporated  in  the  United  States  bearing  specified  ratings; 


A-24 


13.  Notes  secured  by  mortgages  insured  by  the  Federal  Housing  Administration  or  guaranteed 
by  the  Veterans  Administration  on  real  estate  located  within  the  State  of  North  Carolina; 

14.  A limited  partnership  interest  in  a partnership  whose  primary  purpose  is  to  invest  in  ven- 
ture capital  or  corporate  buyout  transactions,  not  to  exceed  $30  million; 

15.  Obligations  or  securities  of  the  North  Carolina  Enterprise  Corporation,  or  a limited  part- 
nership in  which  the  North  Carolina  Enterprise  Corporation  is  the  only  general  partner, 
not  to  exceed  $20  million; 

16.  With  respect  to  the  Retirement  Systems’  assets,  in  addition  to  all  of  the  above,  (a)  certain 
insurance  contracts,  (b)  group  trusts,  (c)  individual,  common  or  collective  trust  funds  of 
banks  and  trust  companies,  (d)  certain  real  estate  investment  funds,  (e)  certain  specified 
preferred  or  common  stocks,  and  (f)  certain  mutual  funds. 

Each  investment  portfolio  is  accounted  for  on  the  full  accrual  basis.  Interest  and  amortization  on 
the  scientific  method  are  accrued  on  fixed  income  securities  daily.  Dividends  are  recognized  on 
ex-dividend  date  when  the  market  recognizes  the  dividend  as  belonging  to  the  holder  on  that 
date.  Gains  and  losses  are  recognized  on  the  trade  date  at  which  the  security  is  sold. 

Fixed-income  securities  are  maintained  on  the  books  and  reported  at  amortized  costs.  Equity 
securities  are  maintained  on  the  books  and  reported  at  cost.  A security  considered  permanently 
impaired  is  revalued  at  market  as  of  the  time  of  the  impairment. 

The  State’s  investments  are  categorized  to  give  an  indication  of  the  level  of  risk  assumed  by  the 
entity  at  year-end.  Category  1 includes  investments  that  are  insured  or  registered  or  for  which 
the  securities  are  held  by  the  State  or  its  agent  in  the  State’s  name.  Category  2 includes  unin- 
sured and  unregistered  investments  for  which  the  securities  are  held  by  the  selling  financial  in- 
stitution’s trust  department  or  agent  in  the  State’s  name.  Category  3 includes  uninsured  and 
unregistered  investments  for  which  the  securities  are  held  by  the  broker  or  dealer,  or  by  the 
dealer’s  trust  department  or  agent,  but  not  in  the  State’s  name. 
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Pooled  investments  maintained  by  the  State  Treasurer  at  June  30,  1996,  are  (expressed  in  thou- 
sands): 


Carrying  Amount 


Category 

Total 

Market 

1 

2 

3 

Amount 

Value 

Investments  Categorized: 

U.S.  Government  securities 

$17,762,441 

$0 

$0 

$17,762,441 

$18,797,644 

Corporate  bonds  and  notes. 

8,418,248 

8,418,248 

8,605,785 

Corporate  common  stock 

3,983,265 

3,983,265 

6,085,175 

Repurchase  agreements 

625,637 

625,637 

625,637 

International  bonds 

440.235 

440.235 

476,440 

Total  Investments  Categorized 

831 .229.826 

m 

$0 

831.229.826 

834.590.681 

Investments  Not  Categorized: 
Certificates  of  deposit* 

46,096 

46,096 

Mutual  funds 

15,329 

16,487 

Equity  common  trust 

4,885,744 

7,893,816 

Venture  capital  investments 

32,870 

34,819 

Real  estate  trust  funds 

371.269 

336.565 

Total  Pooled  Investments 

836.581.134 

842.918.464 

Certificates  of  deposit  are  a component  of  the  deposit  totals  reported  in  the  State  Treasurer  s 
deposit  section  of  this  note. 

Special  Investments 

Special  Investments  are  not  widely  used  in  nor  are  they  material  to  the  Investment  Pool. 

(1)  The  State  Treasurer,  or  a trust  fund  in  which  the  State  Treasurer  invests,  occasionally  sells 
call  options  against  common  stock  owned  to  enhance  total  earnings  of  the  Equity  Investment 
Fund.  The  premiums  received  are  maintained  in  investment  inventory  accounts  until  the  option 
is  repurchased  in  the  market,  exercised  or  expired.  When  the  option  is  repurchased  in  the  mar- 
ket, the  position  is  closed  and  any  resulting  gain  or  loss  is  shown  in  the  income  accounts  as  sup- 
plemental income  or  loss  on  stock  options  written.  When  the  option  is  exercised,  the  position  is 
closed  and  the  net  premium  received  is  used  to  increase  the  gain  or  reduce  the  loss  realized  on 
the  sale  of  the  underlying  stock.  When  the  option  expires,  the  position  is  closed  and  the  net 
premium  on  the  option  is  shown  in  the  income  accounts  as  supplemental  income  from  stock  op- 
tions written. 

(2)  Certain  trust  funds  in  which  the  State  Treasurer  invests  have  the  authority  for,  and  invest 
in,  warrants  for  the  purchase  of  common  and  preferred  stock.  These  warrants  are  usually  owned 
by  venture  capital  funds,  do  not  imply  any  requirement  for  future  action,  and  have  minimal 
value. 

(3)  Certain  trust  funds  in  which  the  State  Treasurer  invests  have  the  authority  to  invest  in  col- 
lateralized mortgage  obligations,  financial  futures,  forwards,  options  and  swaps.  For  the  most 
part,  this  authority  is  not  used  and  when  used  is  in  real  estate  or  global/international  funds. 

Securities  Lending 

Through  a safekeeping  agent  the  State  Treasurer  lends,  for  a fee,  securities  (primarily  Treasury 
bills,  notes,  and  bonds  and  common  stock)  from  its  investment  pool  when  collateralized  by  cash 
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or  U.S.  Treasury  securities  valued  on  a current  basis  at  102%  of  the  value  of  the  securities  lent. 
The  cash  or  securities  received  as  collateral  are  held  in  trust  by  the  safekeeping  agent  for  the 
joint  benefit  of  the  lender  and  borrower  of  the  securities  pursuant  to  underlying  contracts  be- 
tween the  agent  and  the  State  Treasurer  and  the  agent  and  the  borrowers.  The  State  Treasurer 
has  neither  actual  nor  constructive  receipt  of  the  collateral.  The  State  Treasurer  has  the  right  to 
receive  or  sell  the  collateral  only  upon  a default  of  the  borrower  as  defined  in  the  contracts.  The 
cash  collateral  is  invested  in  a pool  of  the  safekeeping  agent.  The  average  maturities  do  not  dif- 
fer materially  from  the  average  maturities  of  the  securities  lent.  Securities  lent  are  not  consid- 
ered to  have  been  sold  nor  have  the  securities  received  as  collateral  been  considered  to  have  been 
purchased.  The  net  income  from  securities  lending  is  distributed  pro-rata  to  the  participants  of 
the  portfolio  from  which  the  security  came.  The  safekeeping  agent  has  agreed  to  indemnify  the 
State  Treasurer  for  certain  conditions,  the  two  most  important  of  which  are  default  on  the  part  of 
the  borrower  and  failure  to  maintain  the  daily  mark-to-market  on  the  loans.  The  credit  risks  to 
the  State  Treasurer  are  deemed  to  be  immaterial  to  the  total  value  of  the  Investment  Pool. 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
SCHEDULE  OF  ASSETS  AND  LIABILITIES  BY  SEGMENT 

INVESTMENT  POOL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1996 


Cash  Management  Program 


Short-Term 

Liquid 

Bond 

Investment 

Asset 

Proceeds 

Fund 

Fund 

Fund 

Subtotal 

ASSETS 

Cash  in  bank 

$107,983,768  $ 

$ 3,117 

$107,986,885 

Deposits  in  short-term  investment  fund 

15,165,560 

15,165,560 

Cash  with  equity  managers 

Accounts  receivable 

4,476,289 

4,476,289 

Accrued  investment  income 

130,390,660 

86,585 

130,477,245 

Investments,  at  book  value 

7.081.802.883 

290.148.391 

7.371.951.274 

Total  Assets 

$7,324,653,600  $15,165,560 

$290,238,093  $7,630,057,253 

LIABILITIES 

Accounts  payable 

Undistributed  income 

$ 35,260,336 

$ 35,260,336 

Deferred  income 

Participants'  balances 

7.289.393.264  15.165.560 

290.238.093 

7.594.796.917 

Total  Liabilities 

$7,324,653,600  $15,165,560 

$290,238,093  $7,630,057,253 

The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement 
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Schedule  1 


Trust  Funds  Investment  Program 

Long-Term 

Investment 

Fund 

Equity 

Investment 

Fund 

Real  Estate 
Investment 
Fund 

Venture 

Capital 

Investment 

Fund 

Subtotal 

Memorandum 


Intrafund 

Eliminations  Total 


$ 


39,151,846  331,092,438 

2,113,430 
23,013,651 
366,693,565  10,344,378 

19.920.705,496  8,884.337.535 
$20.326.550.907  $9.250.901.432 


27,639,549  10,482,225  408,366,058 

2,113,430 

23,013,651 

377,037,943 

371.269.590  32.869,639  29.209.182.260 

$398.909.139  $43.351.864  $30  01 9.71  3.342 


$ 

(423,531,618) 


$('423.531.6181 


$ 107,986,885 

0 

2,113,430 

27,489,940 

507,515,188 

36.581,133.534 

$37.226.238.977 


$ 33,367,351  $ 59  $ 33,367,410 

20,326,550,907  9.217.534.081  398.909.139  43.351.805  29.986,345.932 

$20.326.550.907  $9.250.901.432  $398.909.139  $43.351.864  $30.019.713.342 


$ 33,367,410 

35,260,336 
(423.531.6181  37.157.611,231 

$(423.531.6181  $37.226.238.977 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
SCHEDULE  OF  REVENUES,  EXPENDITURES, 

AND  OTHER  FINANCING  SOURCES  AND  USES  BY  SEGMENT 

INVESTMENT  POOL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1996 


Cash  Management  Program 


Short-Term 

Investment 

Liquid 

Asset 

Bond 

Proceeds 

Revenues 

Fund 

Fund 

Fund 

« 

Subtotal 

Investment  Income: 

Interest 

Short-term  Investment  Fund  earnings 

$444,681,575 

$ 

767,485 

$23,253,273 

$467,934,848 

767,485 

Dividends 

Income  from  real  estate  trusts 

Income  from  venture  capital 

Net  gains  (losses)  from  sales  of  securities 

1,339,926 

1,339,926 

Supplemental  income 

6.296.540 

21.667 

6.318.207 

Total  Operating  Income 

452.318.041 

767.485 

23.274.940 

476.360.466 

Less  Operating  Expense 

Treasurer’s  Allocated  Cost 

900.973 

32.075 

36.439 

969.487 

Net  Income  Available  for  Distribution 

451,417,068 

735,410 

23,238,501 

475,390,979 

Income  Distributed 

Change  in  Undistributed  Income 

Undistributed  Income,  July  1,  1995 

(447.853.009) 

3,564,059 

31.696.277 

(735.410) 

(23.238.501) 

(471.826.920) 

3,564,059 

31.696.277 

Undistributed  Income,  June  30,  1996 

$ 35.260.336 

$ 

$ 

$ 35.260.336 

The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Schedule  2 


Trust  Funds  Investment  Program Memorandum 


Long-Term 

Equity 

Real  Estate 

Venture  Capital 

Investment 

Investment 

Investment 

Investment 

Intrafund 

Fund 

Fund 

Fund 

Fund 

Subtotal 

Eliminations 

Total 

$1,566,350,349 

$ 223,209 

$ 

$ 

$1,566,573,558 

$ 

$2,034,508,406 

16,905,514 

19,738,194 

667,403 

396,978 

37,708,089 

(38,475,574) 

396,090,135 

396,090,135 

396,090,135 

21,687,522 

21,687,522 

21,687,522 

5,617,424 

5,617,424 

5,617,424 

86,236,027 

509,168,978 

108,894 

676,896 

596,190,795 

597,530,721 

2.146.617 

788.976 

2.935.593 

9.253.800 

1.671.638.507 

926.009.492 

22.463.819 

6.691.298 

2.626.803.116 

(38.475.574) 

3.064.688.008 

864.842 

2.005.913 

15.996 

1.032 

2.887.783 

3.857.270 

1,670,773,665 

(1.670.773.665) 

924,003,579 

(924.003.579) 

22,447,823 

(22.447.823) 

6,690,266 

(6.690.266) 

2,623,915,333 

(2.623.915.333) 

(38,475,574) 

38.475.574 

3,060,830,738 

(3.057.266.679 

3,564,059 

31.696.277 

$ 

$ 

£ . 

£ - 

£= 

$ 

$ 35.260.336 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
SCHEDULE  OF  INVESTMENTS  BY  TYPE,  BY  SEGMENT 

INVESTMENT  POOL 
AT  JUNE  30,  1996 


Cash  Management  Program 

Trust  Funds 

Short-Term 

Bond 

Long-Term 

Equity 

Investment 

Proceeds 

Investment 

Investment 

Fund 

Fund 

Subtotal 

Fund 

Fund 

SECURITY  TYPE 

Repurchase  Agreements 

$ 431,096,000 

$240,637,000 

$ 671,733,000 

« 

$ 

$ 

Treasury  Bills  and  Strips 

98,753,932 

49,511,391 

148,265,323 

Agency  Discounts  Notes  and  Strips 

4,936,544 

4,936,544 

Treasury  Notes  and  Bonds 

6,497,224,602 

6,497,224,602 

6,250,065,148 

Agency  Notes  and  Bonds 

44,929,656 

44,929,656 

842,268,356 

GNNL\  Certificates 

3,974,751,447 

Corporate  Bonds 

4,862,149 

4,862,149 

8,413,385,946 

International  Bonds 

Equity  Securities: 

440,234,599 

Common  Stock 

3,983,264,589 

Trust  Funds 

4,885,744,215 

Mutual  Funds 

15,328,731 

Real  Estate  Investments 
Venture  Capital  Investments 


Total  Investments  at  Book 

87  081  802  883 

8290  1 48  391 

87.371  951  274 

819  920  705  496 

8 8 884  337  535 

Percent  of  Total  Book  Value 

19.36  % 

0.79% 

20.15  % 

54.46  % 

24.29 

Total  Investments  at  Market 

$7,096,507,515 

$290,128,500 

$7,386,636,015 

$21,164,966,338 

$13,995,478,150 

Percent  of  Total  Market  Value 

16.54% 

0.68  % 

17.22  % 

49.31  % 

32.61 

The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Schedule  3 


Investment  Program 

Real  Estate  Venture  Capital 


Investment 

Fund 

Investment 

Fund 

Subtotal 

Total 

Book  Value 

% Of  Total 

Market 

Value 

% Of  Total 

$ 

$ 

$ 

$ 671,733,000 

1.84% 

671,733,000 

1.57% 

148,265,323 

0.41% 

148,245,432 

0.35% 

4,936,544 

0.01% 

4,787,700 

0.01% 

6,250,065,148 

12,747,289,750 

34.85% 

13,697,497,107 

31.92% 

842,268,356 

887,198,012 

2.42% 

869,033,743 

2.02% 

3,974,751,447 

3,974,751,447 

10.87% 

4,078,080,307 

9.50% 

8,413,385,946 

8,418,248,095 

23.01% 

8,605,784,716 

20.05% 

440,234,599 

440,234,599 

0 

3,983,264,589 

1.20% 

476,440,348 

1.11% 

3,983,264,589 

10.89% 

6,085,175,118 

14.18% 

4,885,744,215 

4,885,744,215 

13.36% 

7,893,816,106 

18.39% 

15,328,731 

15,328,731 

0.04% 

16,486,926 

0.04% 

371,269,590 

371,269,590 

371,269,590 

1.01% 

336,564,892 

0.78% 

32.869.639 

32.869.639 

32.869.639 

0.09% 

34.819.046 

0.08% 

$371  269  590 

$32  869  639 

$29,209,182,260 

$36,581,133,534 

100  00% 

1.01  % 

0.09  % 

79.85  % 

$336,564,892 

$34,819,046 

$35,531,828,426 

$42,918,464,441 

100  00% 

0.78  % 

0.08  % 

82.78  % 

100.00% 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
SCHEDULE  OF  PARTICIPANTS’  BALANCES  BY  TYPE,  BY  SEGMENT 

INVESTMENT  POOL 
AT  JUNE  30,  1996 


Cash  Management  Program 


Short-Term 

Liquid 

Bond 

Investment 

Asset 

Proceeds 

Fund 

Fund 

Fund 

Subtotal 

General  Fund 

$3,475,276,533 

$ 

$290,238,093 

$3,765,514,626 

Highway  Fund 

986,547,774 

986,547,774 

Retirement  Funds 

43,431,921 

43,431,921 

Various  Special  and  Trust  Funds 

1,180,156,178 

15,165,560 

1,195,321,738 

Other 

1.603.980.858 

1.603.980.858 

Total  Net  Assets 

87.289.393.264 

815.165.560 

8290.238.093 

87.594.796.917 

NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
SCHEDULE  OF  PARTICIPANTS’  DISTRIBUTED  EARNINGS  BY  TYPE,  BY  SEGMENT 

INVESTMENT  POOL 
AT  JUNE  30,  1996 


Cash  Management  Program 


Short-Term 

Liquid 

Bond 

Investment 

Asset 

Proceeds 

Fund 

Fund 

Fund 

Subtotal 

General  Fund 

$201,983,629 

$ 

$23,238,501 

$225,222,130 

Highway  Fund 

52,435,286 

52,435,286 

Retirement  Funds 

6,930,308 

6,930,308 

Various  Special  and  Trust  Funds 

78,865,730 

78,865,730 

Other 

107.638.056 

735.410 

108.373.466 

Total  Income  Distributed 

447.853.009 

735.410 

23.238.501 

471.826.920 

Changes  in  Undistributed  Income 

3.564.059 

3.564.059 

Total  Income 

8451.417.068 

8735.410 

823.238.501 

8475.390.979 
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Schedule  4 


Trust  Funds  Investment  Programs 

Memorandum 

Long-Term 

Investment 

Fund 

Equity 

Investment 

Fund 

Real  Estate 
Proceeds 
Fund 

Venture 

Capital 

Investment 

Fund 

Subtotal 

Intrafund 

Eliminations 

Total 

$ 

$ 

$ 

$ 

$ 

$ 

$ 3,765,514,626 

986,547,774 

19,438,209,734 

9,217,534,081 

398,909,139 

43,351,805 

29,098,004,759 

29,141,436,680 

888,341,173 

888,341,173 

(423,531,618) 

2,083,662,911 

1.180.449.240 

$20,326,550,907  $9,217,534,081 

$398,909,139 

$43,351,805 

$29,986,345,932  $1423.531.6181 

$37,157,611,231 

Schedule  5 


Trust  Funds  Investment  Programs  Memorandum 


Long-Term 

Investment 

Fund 

Equity 

Investment 

Fund 

Real  Estate 
Proceeds 
Fund 

Venture 

Capital 

Investment 

Fund 

Subtotal 

Intrafund 

Eliminations 

Total 

$ 

1,606,635,236 

64,138,429 

$ 

924,003,579 

$ 

22,447,823 

$ 

6,690,266 

$ 

2,559,776,904 

64,138,429 

$ 

(38.475.574) 

$ 225,222,130 
52,435,286 
2,566,707,212 
143,004,159 
69.897.892 

1.670.773.665 

924.003.579 

22.447.823 

6.690.266 

2.623.915.333 

(38.475.574) 

3.057.266.679 

3.564.059 

$1,670,773,665 

$924,003,579 

$22,447,823 

$6,690,266 

$2,623,915,333 

$(38,475,574  ) 

$3,060,830,738 
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COMPARATIVE  SUMMARY  OF  TRUST  FUND  INVESTMENTS 

Short-term 
Investment  Fund 


Long-term 
Investment  Fund 


Retirement  Trust  Funds: 

Teachers  and  State  Employees  Retirement  System: 
June  30,  1995 
June  30,  1996 

Local  Governmental  Employees  Retirement  System: 
June  30,  1995 
June  30,  1996 

North  Carolina  Firemen's  Pension  Fund: 

June  30,  1995 
June  30,  1996 

Rescue  Squad  Worker's  Pension  Fund: 

June  30,  1995 
June  30,  1996 

Consolidated  Judicial  Retirement  System: 

June  30,  1995 
June  30,  1996 

N.C.  National  Guard  Pension  Fund 
June  30,  1995 
June  30,  1996 

Legislative  Retirement  System: 

June  30,  1995 
June  30,  1996 

Total  Retirement  Trust  Funds: 

June  30,  1995 
June  30,  1996 
Percent  of  Total 
Other  Trust  Funds: 

N.C.  Teacher's  & State  Employee's  Benefit  Trust: 
June  30,  1995 
June  30,  1996 

Disability  Income  Plan  of  North  Carolina: 

June  30,  1995 
June  30,  1996 

Register  of  Deeds  Supplemental  Pension  Fund 
June  30,  1995 
June  30,  1996 

State  Treasurer's  Escheat  Fund: 

June  30,  1995 
June  30,  1996 

Public  Education  Trust  Fund:*** 

June  30,  1995 
June  30,  1996 

State  Property  Fire  Insurance  Fund: 

June  30,  1995 
June  30,  1996 

UNC  - Insured  Student  Loan  Program: 

June  30,  1995 
June  30,  1996 
Wildlife  Endowment  Fund: 

June  30,  1995 
June  30,  1996 

Retirees'  Health  Premium  Fund: 

June  30,  1995 
June  30,  1996 
Community  Colleges: 

June  30,  1995 
June  30,  1996 

UNC  Hospital  Maintenance  Reserve  Fund: 

June  30,  1995 
June  30,  1996 

UNC  Hospital  Operation  Reserve  Fund: 

June  30,  1995 
June  30,  1996 

Air  Cargo  Airport  Authority  Fund: 

June  30,  1995 
June  30,  1996 
N.C  Student  Loan  Fund 
June  30,  1996 
Venture  Capital  Fund 
June  30,  1996 
Total  Other  Trust  Funds: 

June  30,  1995 
June  30,  1996 

Grand  Total  All  Trust  Funds: 

June  30,  1995 
June  30,  1996 


Amount  Invested* 

Yield** 

Amount  Invested 

Yield** 

31,533,693 

6.365 

14,340,378,710 

8.439 

28,062,217 

6.646 

15,405,347,743 

8.961 

10,783,367 

6.365 

3,483,777,798 

8.439 

14,529,972 

6.646 

3,810,338,189 

8.961 

28,058 

6.365 

69,038,947 

8.439 

13,693 

6.646 

75,225,651 

8.961 

17,225 

6.365 

7,877,641 

8.439 

17,058 

6.646 

8,583,570 

8.961 

370,255 

6.365 

106,179,220 

8.439 

411,584 

6.646 

114,212,339 

8.961 

199,062 

6.365 

13,477,565 

8.439 

196,519 

6.646 

15,286,067 

8.961 

199,509 

6.365 

8,246,716 

8.439 

200,878 

6.646 

9,216,175 

8.961 

43,131,169 

6.365 

18,028,976,597 

8.439 

43,431,921 

6.646 

19,438,209,734 

8.961 

0.2% 

66.6% 

2,790,096 

6.365 

114,627,918 

8.439 

3,099,533 

6.646 

124,899,931 

8.961 

1,773,778 

6.365 

124,212,048 

8.439 

3,094,858 

6.646 

139,156,447 

8.961 

500,883 

6.365 

4,003,935 

8.439 

545,460 

6.646 

4,622,810 

8.961 

10,052,642 

6.365 

106,110,091 

8.439 

12,267,267 

6.646 

128,425,635 

8.961 

10,837,750 

6.365 

31,412,045 

8.439 

10,851,669 

6.646 

14,238,505 

8.961 

5,228,840 

6.365 

12,612,150 

8.439 

9,854,353 

6.646 

13,742,348 

8.961 

27,660,957 

6.365 

13,067,502 

8.439 

29,803,997 

6.646 

34,226,935 

8.961 

44,699 

6.365 

30,281,524 

8.439 

20,403 

6.646 

32,999,536 

8.961 

42,477,891 

8.439 

46,284,412 

8.961 

195,036 

6.365 

5,032,019 

8.439 

181,503 

6.646 

5,182,528 

8.961 

577,182 

6.365 

50,856,878 

8.439 

615,582 

6.646 

197,990,768 

8.961 

95,308,248 

6.365 

53,267,918 

8.439 

44,641,228 

6.646 

47,792,361 

8.961 

1,521,607 

6.365 

24,776,718 

8.439 

262,765 

6.646 

24,381,263 

8.961 

74,800,450 

6.646 

64,328,774 

8.961 

10,068,920 

8.961 

156,491,718 

6.365 

612,738,637 

8.439 

190,039,068 

6.646 

888,341,173 

8.961 

$ 199,622,887 

6.365 

$ 18,641,715,234 

8.439 

$ 233,470,989 

6.646 

$20,326,550,907 

8.961 

* Includes  Float  on  Outstanding  Unpaid  warrants 
**  Represents  the  average  book  yield  year  to  date. 

***The  monies  in  the  Long  Term  Investment  Fund  are  limited  to  monies  belonging  to  the  Public  School  Insurance  Fund. 
Note:  The  annualized  total  return  for  the  Real  Estate  Investment  Fund  at  June  30,  1995,  was  9.891%. 
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Real  Estate 
Investment  Fund 

Equity 

Investment  Fund 

Venture  Capital 
Investment  Fund 

Total 

Amount  Invested 

Yield** 

Amount  Invested 

Yield** 

Amount  Invested 

Yield** 

.Amount  Invested* 

285,444,854 

5.888 

6,476,034,788 

7.920 

29.760,347 

23.211 

21.163.152.392 

318,336,293 

6.280 

7,350,094,619 

10.911 

35,189,669 

25.044 

23,137,030,541 

68,307,487 

5.888 

1,547,207,405 

7.920 

6.517,459 

23.211 

5.116.593.516 

76,511,232 

6.280 

1,766,559,854 

10.911 

7,708,145 

25.044 

5.675.647.392 

1,075,919 

5.888 

28,470,746 

7.920 

123,291 

23.211 

98.736.961 

1,139,299 

6.280 

31,806,550 

10.911 

145,882 

25.044 

108.331.075 

126,601 

5.888 

3,403,024 

7.920 

15,104 

23.211 

11.439.595 

134,054 

6.280 

3,792,072 

10.911 

17,873 

25.044 

12.544.627 

2,105,563 

5.888 

47,643,325 

7.920 

198,178 

23.211 

156.496.541 

2,351,166 

6.280 

54,310,114 

10.911 

234,463 

25.044 

171.519.666 

254,893 

5.888 

6,235,540 

7.920 

23.079 

23.211 

20.190.139 

272,227 

6.280 

7,060,706 

10.911 

27,303 

25.044 

22.842.822 

145,999 

5.888 

3,446,974 

7.920 

24,081 

23.211 

12.063.279 

164,868 

6.280 

3,910,166 

10.911 

28,470 

25.044 

13,520 

357,461,316 

5.888 

8,112,441,802 

7.920 

36.661,539 

23.211 

26.578.672.423 

398,909,139 

6.280 

9,217,534,081 

10.911 

43,351.805 

25.044 

29.141.436.680 

1.4% 

31.5% 

O 

IO 

© 

«-* 

100.0% 

117.418.014 

127.999.404 

125.985.826 

142.251.305 

4.504.818 

5.168.270 

116.162.733 

140.692.902 

42.249.795 

25.090.174 

17.840.990 

23.596.701 

40.728.459 

64.030.932 

30.326.223 

33.019.939 

42.477.891 

46.284.412 

5.227.055 

5.364.031 

51.434,060 

198,606.350 

148.576.166 

92.433.589 

26.293.325 

24.644.028 

139.129.224 

10.068.920 

769.230.355 

1.078.380.241 

357,461,316  5.888  88,112,441,802  7.920  8 36.661.539  23.211  827.347.902,778 

8 6.280  8 9,217,534,081  10.911  S 43.351.805  25.044  830.219.816.921 


Table  1 


Yield** 


8.264 

9.559 

8.263 
9.545 

8.279 

9.521 

8.273 

9.537 

8.261 

9.554 

8.241 

9.529 

8.251 

9.483 

8.264 
9.556 


8.388 

8.899 

8.408 

8.906 

8.268 

8.787 

8.293 

8.804 

7.813 

8.183 

7.800 

8.017 

7.026 

7.615 

8.437 

8.959 

8.439 

8.961 

8.363 

8.881 

8.416 

8.952 

7.260 

8.218 

8.281 

8.914 

7.732 

8.961 

8.068 

8.596 

8.258 

9.524 
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TREASURER’S  CASH  BALANCES 
JUNE  30,  1996 


Clearing  Accounts 


Raleigh,  Branch  Banking  & Trust  Co. 

$ 3,314,253.33 

Raleigh,  Central  Carolina  Bank  & Trust  Co. 

1.797,348.06 

Raleigh,  Centura  Bank 

1,112,376.57 

Raleigh,  First  Citizens  Bank  & Trust  Co. 

5,221,849.89 

Raleigh,  First  Union  National  Bank  of  N.C. 

8,066,093.02 

Raleigh,  NationsBank  of  N.C. 

5,268,702.52 

Unemployment  Clearing  Account 

103,351.49 

Raleigh,  United  Carolina  Bank 

876,686.06 

Raleigh,  Wachovia  Bank  of  N.C. 

14.637.439.82 

Total  Clearing  Accounts 

840  398. 1 00.76 

Agency  Collection  Accounts 

ASHEBORO 

First  National  Bank  & Trust  Co. 

$ 32,354 

BATH 

Southern  Bank  & Trust  Co. 

4,569 

CAMDEN 

Bank  of  Currituck 

10,046 

COLUMBIA 

The  East  Carolina  Bank 

20,069 

CREEDMOOR 

Fidelity  Bank 

6,523 

CRESWELL 

The  East  Carolina  Bank 

8,948 

DANBURY 

Old  North  State  Bank 

6,037 

DOBSON 

The  Community  Bank 

10,661 

DURHAM 

Mechanics  & Farmers  Bank 

38,946 

EDENTON 

Southern  Bank  & Trust  Co. 

5,747 

FAYETTEVILLE 

United  National  Bank 

36,311 

FRANKLIN 

Macon  Savings  Bank 

10,586 

GATESVILLE 

Southern  Bank  & Trust  Co. 

11,318 

GREENSBORO 

Mutual  Community  Savings  Bank 

50,349 

GREENVILLE 

Triangle  Bank 

10,971 

HAMPSTEAD 

Anchor  Bank 

10,250 

HAVELOCK 

Triangle  Bank. 

10,298 

HIGH  POINT 

High  Point  Bank  & Trust 

9,253 
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Table  2 


LAURINBURG 

First  Scotland  Bank 

10,057 

LENOIR 

Bank  of  Granite 

11,197 

LEWISTON 

Southern  Bank  & Trust  Co. 

1,798 

LEXINGTON 

Lexington  State  Bank 

20,206 

MANTEO 

The  East  Carolina  Bank 

32,286 

MOYOCK 

Bank  of  Currituck 

16,783 

MURPHY 

Citizens  Bank 

17,531 

NAGS  HEAD 

The  East  Carolina  Bank 

19,326 

NEWLAND 

Avery  County  Bank 

1,815 

NEWTON 

Peoples  Bank 

10,411 

NORTH  WILKESBORO 

Yadkin  Valley  Bank  & Trust  Co. 

15,157 

OCRACOKE 

The  East  Carolina  Bank 

39,808 

PEMBROKE 

Lumbee  Bank 

30,265 

PLYMOUTH 

Southern  Bank  & Trust  Co. 

10,436 

REIDSVILLE 

First  National  Bank  of  Reidsville 

16,029 

ROBBINS 

First  Bank 

13,889 

SALEMBURG 

Southern  Bank  & Trust  Co. 

8,369 

SEVEN  SPRINGS 

Southern  Bank  & Trust  Co. 

5,724 

SWAN  QUARTER 

The  East  Carolina  Bank 

32,560 

TROY 

The  Fidelity  Bank 

9,866 

First  Bank 

30,496 

WANCHESE 

The  East  Carolina  Bank 

6,488 

WEST  END 

First  Bank 

4,257 

WINDSOR 

Southern  Bank  & Trust  Co. 

10,117 

WINTON 

Southern  Bank  & Trust  Co. 

10.253 

Total  Agency  Collection  Accounts 

$ 678.360 

Treasurer’s  Cash  Balances  before  Adjustments 

$ 41,076,461 

Transactions  in  Process 

4.345.401 

Treasurer’s  Adjusted  Cash  Balances 

$ 45.421.862 
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Table  3 


SECURITIES  HELD  IN  TRUST 
JUNE  30,  1996 


Description 

Value 

Securities  Held  in  Safekeeping: 

Atlantic  & East  Carolina  Railroad  Company 

Deposit  to  Insure  Rental  Agreement 

Department  of  Public  Instruction  Literary  Loan  Notes 

$ 50,000 

1,662,532 

« 

Securities  Held  as  Good  Faith  Deposits: 

North  Carolina  Department  of  Revenue 

North  Carolina  Department  of  Motor  Vehicles 

1,449,199 

65,000 

Securities  Held  as  Custodian: 

In  Treasurer’s  Vault: 

Long-term  Investment  Fund* 

Short-term  Investment  Fund** 

By  Contractual  Custodian  Agreement: 

Short-term  Investment  Fund 

Long-term  Investment  Fund 

Equity  Investment  Fund 

Real  Estate  Investment  Fund 

Venture  Capital  Investment  Fund 

Bond  Proceeds  Fund 

165,906,835 

46,096,000 

7,136,096,000 

20,889,428,567 

8,884,505,056 

371,269,590 

32,869,639 

290,637,000 

Securities  Owned  by  the  State: 

North  Carolina  Railroad  Company 
(3,208,573  shares  common  stock) 

1,604,286 

Securities  Held  by  Escrow  Agents  to  Secure  Public  Deposits: 

Total 

2.303.001.992 

$40,124,641,696 

* Corporate  Private  Placements 
**Certificates  of  Deposit  and  Saving  Certificates 
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Table  4 


TREASURER’S  INVESTMENT  EARNINGS  FOR  THE 
GENERAL  FUND,  HIGHWAY  FUNDS,  AND  PENSION  TRUST  FUNDS 

1942-1996* 

(Accrual  Basis) 


General 

Highway 

Pension 

All  Other 

Total 

Fund 

Funds 

Trust  Funds  ** 

Funds  *** 

All  Funds 

Created  7/1/41 

1942 

$ 

$ 

$ 54,000 

$ 

$ 54,000 

1943 

216,000 

216,000 

1944 

255,000 

255,000 

1945 

346,000 

346,000 

1946 

1,173,000 

1,173,000 

1947 

665,000 

665,000 

1948 

807,000 

807,000 

1949 

355,719 

1,158,000 

1,513,719 

1950 

1,565,365 

1,572,000 

3,137,365 

1951 

3.182.816 

1.948.000 

5.130.816 

SUBTOTAL 

5.103.900 

8.194.000 

13.297.900 

1952 

3,711,531 

3,013,000 

6,724,531 

1953 

3,383,701 

3,482,000 

6,865,701 

1954 

2,800,432 

4,338,000 

7,138,432 

1955 

2,069,388 

5,674,000 

7,743,388 

1956 

2,074,701 

8,605,000 

10,679,701 

1957 

3,124,661 

4,445,000 

7,569,661 

1958 

4,064,535 

7,516,000 

11,580,535 

1959 

3,361,306 

8,620,000 

11,981,306 

1960 

5,114,917 

10,634,000 

15,748,917 

1961 

6.906.906 

12.141.000 

19.047.906 

SUBTOTAL 

6.612.078 

68.468.000 

105.080.078 

1962 

4,802,527 

1,907,373 

13,701,000 

20,410,900 

1963 

5,161,899 

1,733,738 

16,281,000 

23,176,637 

1964 

6,003,139 

1,968,853 

18,388,000 

26,359,992 

1965 

7,907,545 

3,151,909 

20,354,000 

31,413,454 

1966 

10,322,713 

3,708,759 

23,324,000 

37,355,472 

1967 

12,337,612 

5,841,357 

28,758,000 

46,936,969 

1968 

19,266,180 

9,420,810 

35,265,000 

63,951,990 

1969 

20,284,196 

10,749,092 

42,465,000 

73,498,288 

1970 

22,624,169 

13,201,633 

53,136,000 

88,961,802 

1971 

29.369.118 

16.037.808 

67.489.000 

112.895.926 

SUBTOTAL 

138.079.098 

67.721.332 

319.161.000 

524.961.430 

1972 

24,325,581 

12,423,644 

80,736,000 

117,485,225 

1973 

26,816,266 

11,054,759 

93,524,000 

131,395,025 

1974 

53,574,503 

18,535,282 

105,682,000 

177,791,785 

1975 

73,317,870 

23,923,734 

133,334,000 

230,575,604 

1976 

48,641,750 

15,903,056 

161,629,000 

226,173,806 

1977 

43,129,022 

11,901,171 

189,494,000 

244,524,193 

1978 

44,087,283 

9,927,820 

214,756,000 

268,771,103 

1979 

56,224,976 

21,627,907 

287,833,000 

365,685,883 

1980 

93,499,189 

19,761,250 

367,269,000 

480,529,439 

1981 

102.900.589 

13.224.698 

413.352.149 

40.104.470 

569.581.906 

SUBTOTAL 

566.517.029 

158.283.321 

2.047.609.149 

40.104.470 

2.812.513.969 

1982 

115,671,991 

21,107,338 

510,466,462 

48,208,056 

695,453,847 

1983 

86,379,248 

28,546,192 

641,685,599 

52,748,873 

809,359,912 

1984 

98,885,947 

30,160,751 

692,538,245 

64,072,603 

885,657,546 

1985 

133,076,748 

33,344,149 

817,803,953 

69,340,765 

1,053,565,615 

1986 

151,346,427 

26,485,263 

1,025,760,949 

74,941,795 

1,278,534,434 

1987 

139,426,325 

26,185,560 

1,141,505,184 

75,845,768 

1,382,962,837 

1988 

164,540,208 

33,925,222 

1,418,274,104 

67,069,014 

1,683,808,548 

1989 

139,553,252 

30,558,023 

1,308,640,295 

75,739,068 

1,554,490,638 

1990 

115,933,013 

34,002,597 

1,429,948,919 

114,440,211 

1,694,324,740 

1991 

75.154.836 

42.290.145 

1.541.163.075 

125.137.403 

1.783.745.459 

SUBTOTAL 

1.219.967.995 

306.605.240 

10.527.786.785 

767.543.556 

12.821.903.576 

1992 

56,898,765 

42,659,680 

1,694,271,198 

135,468,030 

1,929,297,673 

1993 

77,910,893 

42,826,103 

1,904,054,068 

147,295,214 

2,172,086,278 

1994 

122,828,342 

40,612,781 

1,987,525,309 

167,435,742 

2,318,402,174 

1995 

168,058,790 

47,828,273 

2,107,410,017 

212,487,626 

2,535,784,706 

1996 

228.786.189 

52.435.286 

2.566.776.132 

212.902.051 

3.060.830.738 

SUBTOTAL 

654.482.979 

226.362.123 

10.260.036.724 

875.588.663 

12.016.401.569 

$ 2 620  763  079 

8758.972.01 6 

8 23  231  255  658 

8 1 683  236  689 

828  294  1 58  522 

* Income  is  shown  on  a fiscal  year  basis,  July  1 - June  30. 

**  Income  is  shown  on  a calendar  year  basis,  January  1 - December  31  from  1956  to  1980. 

Income  prior  to  1956  and  after  is  shown  on  a fiscal  year  basis  (the  1956  year  includes  18  months  of  income). 

***  Total  income  for  all  other  funds  before  the  establishment  of  the  Investment  Pool  on  July  1,  1980,  is  not  available. 
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Table  5 


GENERAL  OBLIGATION  BONDS 
LOCAL  GOVERNMENT 
REFERENDA  AND  AUTHORIZATIONS 
FISCAL  YEAR  JULY  1,  1995  THROUGH  JUNE  30,  1996 


Propositions Bonds 


# 

# % 

# 

# 

% 

Proposed 

Approved  Approved 

Proposed 

Approved 

Approved 

COUNTIES: 

Voted  Propositions: 

i 

Schools 

10 

10 

100.00 

$ 

756,865,000 

$ 

756,865,000 

100.00 

Water 

2 

2 

100.00 

12,300,000 

12,300,000 

100.00 

Industrial  Development 

1 

1 

100.00  % 

3,000,000 

3,000,000 

100.00  % 

Parks  and  Recreation 

_! 

_1 

100.00 

41.300,000 

41.300.000 

100.00 

J A 

U 

100.00  % 

813.465.000 

3_ 

813.465,000 

100.00  % 

Nonvoted  Propositions: 

General  Obligation  Refunding 

11 

11 

100.00  % 

$ 

111,320,000 

$ 

111,320,000 

100.00  % 

Public  Building 

3 

3 

100.00 

10,010,000 

10,010,000 

100.00 

Public  Schools 

3 

3 

100.00 

5,370,000 

5,370,000 

100.00 

Water 

2 

2 

100.00 

3,125,000 

3,125,000 

100.00 

Parks  and  Recreation 

1 

1 

100.00 

12,090,000 

12,090,000 

100.00 

Sanitary  Sewer 

1 

1 

100.00 

3,915,000 

3,915,000 

100.00 

Community  College 

_JL 

_! 

100.00 

550.000 

550.000 

100.00 

_22 

_22 

100.00  % 

$ 

146.380.000 

$ 

146.380.000 

100.00  % 

DISTRICTS: 

Voted  Propositions: 

Water 

3 

3 

100.00  % 

$ 

14,500,000 

$ 

14,500,000 

100.00  % 

Sanitary  Sewer 

_L 

_1 

100.00 

500.000 

500.000 

100.00 

4 

_A 

100.00  % 

$ 

15,000.000 

$ 

15.000.000 

100.00  % 

MUNICIPALITIES: 

Voted  Propositions: 

Sanitary  Sewer 

11 

11 

100.00  % 

$ 

21,344,400 

$ 

21,344,400 

100.00  % 

Water 

5 

5 

100.00 

34,975,600 

34,975,600 

100.00 

Parks  and  Recreation 

3 

2 

66.67 

12,900,000 

5,000,000 

38.76 

Storm  Water 

2 

2 

100.00 

4,500,000 

4,500,000 

100.00 

Public  Buildings 

1 

1 

100.00 

2,000,000 

2,000,000 

100.00 

Public  Improvements 

1 

0 

0.00 

3.500.000 

0 

0.00 

_23 

21 

91.30  % 

£_ 

79.220.000 

£_ 

67.820.000 

85.61  % 

Nonvoted  Propositions: 

General  Obligation  Refunding 

13 

13 

100.00  % 

$ 

220,125,000 

$ 

220,125,000 

100.00  % 

Water 

2 

2 

100.00 

11,170,000 

11,170,000 

100.00 

Parks  and  Recreation 

1 

1 

100.00 

335,000 

335,000 

100.00 

Sanitary  Sewer 

_1 

100.00 

15.830.000 

15.830.000 

100.00 

JL7 

_17 

100.00  % 

$ 

247.460.000 

$ 

247.460.000 

100.00  % 

Total  Voted 

41 

39 

95.12  % 

$ 

907,685,000 

$ 

896,285,000 

99.12  % 

Total  Nonvoted 

_39 

_39 

100.00  % 

393.840.000 

$ 

393.840.000 

100.00  % 

Grand  Total 

_80 

18 

97.50  % 

$ 1,301,525.000 

$ 1.290.125.000 

99.12  % 
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Table  6 


INSTALLMENT  AND  LEASE  AGREEMENTS 
APPROVED  BY  THE  LOCAL  GOVERNMENT  COMMISSION 
FISCAL  YEARS  ENDED  JUNE  30,  1994,  1995,  AND  1996 

(In  Millions  of  Dollars) 


FY  1995-96 

FY  1994-95 

FY  1993-94 

No.  Amt. 

No.  Amt. 

No.  Amt. 

Counties 

42 

$ 225.5 

40 

$ 243.0 

36 

$ 194.6 

Municipalities 

52 

110.0 

53 

131.6 

39 

218.7 

Authorities/Districts 

4 

13.5 

4 

118.5 

1 

7.9 

Boards  of  Education 

4 

3.7 

TOTAL 

102 

352.7 

97 

8 493.1 

M 

3421.2 

Table  7 


INSTALLMENT  PURCHASE  AGREEMENTS 
APPROVED  BY  PURPOSE 

FISCAL  YEAR  JULY  1,  1995  THROUGH  JUNE  30,  1996 


Amount 

MUNICIPALITIES: 

Sanitary  Sewer 

$ 11,118,200 

Water 

9,175,334 

Parks  and  Recreation 

5,881,118 

Public  Buildings 

30,863,540 

Equipment 

6,450,000 

Auditorium,  Coliseum/Arenas 

38,500,000 

Beach  Improvements 

2,000,000 

Streets/Sidewalks 

3,772,000 

Other 

2.209.604 

S109.969.796 

COUNTIES: 

Sanitary  Sewer 

$ 3,132,500 

Water 

6,642,950 

Parking  Facility 

2,592,709 

Law  Enforcement/Jail/Courthouse 

28,822,665 

Schools 

144,238,811 

Hospital 

9,500,000 

Auditorium,  Coliseum/Arenas 

4,129,800 

Industrial  Development 

4,098,000 

Land  Acquisition 

1,464,800 

County  Buildings 

18,342,243 

Other 

2.520.040 

S225. 484.518 

AUTHORITIES: 

Sanitary  Sewer 

$ 1,135,000 

Municipal  Buildings 

336,300 

Hospitals 

12.040.000 

S 13.511.300 

BOARDS  OF  EDUCATION: 

Guaranteed  Energy  Savings  Contracts 

$ 3.692.188 

$ 3.692.188 

Grand  Total 

8352.657.802 
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Table  8 


NORTH  CAROLINA  CLEAN  WATER  REVOLVING  LOANS 
APPROVED  BY  THE  LOCAL  GOVERNMENT  COMMISSION 
FISCAL  YEARS  ENDED  JUNE  30,  1994,  1995,  AND  1996 

(In  Millions  of  Dollars) 


FY  1995-96  FY  1994-95  FY  1993-94 


No. 

Amt. 

No. 

Amt. 

No. 

Amt. 

Counties/Districts/Authorities 

12 

$ 3.5 

14 

$16.7 

3 

$ 1.9 

Municipalities 

21 

23.7 

20 

48.4 

19 

56.2 

Total 

M 

8 27.2 

M 

865.1 

22 

8 58.1 

SUMMARY  OF  STATE  AND  LOCAL  GOVERNMENT 
DEBT  AND  AUTHORIZATIONS 
AT  JUNE  30,  19961 


Table  9 


General  Obligations 


Bond 

Non-General 

Industrial 

Authorized 

Literary 

Anticipation 

Obligation 

Revenue 

Total 

and  Unissued 

Bonds 

Fund  Loans 

Notes 

Total 

Bonds 

Bonds 

Indebtedness 

Bonds 

State 

$ 945,147,373 

$ 

0 

$ 0 

$ 945,147,373 

$ 0 

$ 0 

$ 945,147,373 

$ 

195,000,000 

State  Authorities 

and  Institutions 

0 

0 

0 

0 

9.602.485.021 

11.710.000 

9.614.195.021 

0 

Totals 

$ 945.147.373 

$ 

0 

$ 0 

$ 945.147.373 

$ 9.602.485.021 

$ 11.710.000 

$10,559,342,394 

$ 

195.000.000 

Counties 

$ 3,229,408,599 

$ 

489,877 

$ 400,000 

$ 3,230,298,476 

$ 984,166,962 

$ 0 

$ 4,214,465,438 

$ 

938,667,000 

Municipalities 

2,416,915,340 

0 

16,787,000 

2,433,702,340 

1,286,299,871 

0 

3,720,002,211 

642,750,800 

Districts 

198,362,352 

0 

10,246,500 

208,608,852 

105,427,652 

0 

314,036,504 

93,230,000 

Authorities 

0 

0 

0 

0 

531.353.087 

2.104.534.754 

2.635.887.841 

0 

Total 

$ 5.844.686.291 

$ 

489.877 

$27,433,500 

$ 5.872.609.668 

$ 2.907.247.572 

$ 2.104.534.754 

$10,884,391,994 

$ 

1.674.647.800 

Grand  Total 

S 6.789.833.664 

t 

489.877 

$27,433,500 

$ 6 817.757.041 

$12  509  732  593 

$ 2.116.244.754 

$2 1 443  734  388 

5L. 

1 869  647  800 

Outstanding  bonded  indebtedness  above  does  not  include  the  bonded  indebtedness  for  which  funds  have 
been  escrowed  from  advance  refunding  proceeds  or  other  sources  to  cover  the  debt. 
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Table  10 


ANNUAL  DEBT  REQUIREMENTS  FOR  STATE  BONDS 
ISSUED  AND  OUTSTANDING 
AT  JUNE  30,  19961 

GENERAL HIGHWAY TOTAL 


Existing  Debt Existing  Debt Existing  Debt 


Fiscal 

Principal 

Principal 

Principal 

Year 

Principal 

& Interest 

Principal 

& Interest 

Principal 

& Interest 

1996-97 

S 77,037,114.30 

$ 122,927,087.50 

$ 4,895,000 

$ 4,978,215 

$ 81,932,114.30 

$ 127,905,302.50 

1997-98 

79,734,916.30 

121,917,572.50 

79,734,916.30 

121,917,572.50 

1998-99 

79,777,302.30 

118,338,882.50 

79,777,302.30 

118,338,882.50 

1999-00 

79,604,115.30 

114,249,680.00 

79,604,115.30 

114,249,680.00 

2000-01 

69,054,771.60 

100,178,800.00 

69,054,771.60 

100,178,800.00 

2001-02 

66,574,167.30 

94,244,420.00 

66,574,167.30 

94,244,420.00 

2002-03 

52,052,158.00 

76,381,680.00 

52,052,158.00 

76,381,680.00 

2003-04 

51,888,448.80 

73,861,180.00 

51,888,448.80 

73,861,180.00 

2004-05 

51,737,952.60 

71,341,240.00 

51,737,952.60 

71,341,240.00 

2005-06 

51,580,431.80 

68,821,130.00 

51,580,431.80 

68,821,130.00 

2006-07 

51,425,722.90 

66,301,080.00 

51,425,722.90 

66,301,080.00 

2007-08 

46,970,014.55 

59,477,260.00 

46,970,014.55 

59,477,260.00 

2008-09 

40,315,257.30 

50,643,110.00 

40,315,257.30 

50,643,110.00 

2009-10 

33,000,000.00 

39,993,750.00 

33,000,000.00 

39,993,750.00 

2010-11 

33,000,000.00 

38,406,750.00 

33,000,000.00 

38,406,750.00 

2011-12 

33,000,000.00 

36,819,750.00 

33,000,000.00 

36,819,750.00 

2012-13 

25,500,000.00 

27,718,750.00 

25,500,000.00 

27,718,750.00 

2013-14 

5,000,000.00 

5,974,000.00 

5,000,000.00 

5,974,000.00 

2014-15 

5,000,000.00 

5,703,000.00 

5,000,000.00 

5,703,000.00 

2015-16 

5,000,000.00 

5,431,000.00 

5,000,000.00 

5,431,000.00 

2016-17 

3.000.000.00 

3.157.500.00 

3.000.000.00 

3.157.500.00 

$ 940.252.373.05 

8 1 301  887  622  50 

$ 4.895.000 

8 4 978  215 

$ 945.147.373.05 

S 1 306  865  837  50 

Refunded  debt  of  $138,145,000  is  not  included  since  sufficient  moneys  have  been  placed  with  an  escrow  agent  to 
pay  all  principal  and  interest  and  any  premium  on  the  bonds  refunded  to  and  including  their  respective  maturities 
or  dates  of  redemption. 
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REVENUE  BONDS  AND  OTHER  INDEBTEDNESS  OF  STATE 
AUTHORITIES  AND  INSTITUTIONS 
AT  JUNE  30,  1996 


Table  11 


Appalachian  State  University 
East  Carolina  University 
Elizabeth  City  State  University 
Fayetteville  State  University 
North  Carolina  A & T State  University 
North  Carolina  Central  University 
North  Carolina  School  of  the  Arts 
North  Carolina  State  University  at  Raleigh 
Pembroke  State  University 
University  of  North  Carolina  at  Asheville 
University  of  North  Carolina  at  Chapel  Hill 
University  of  North  Carolina  at  Charlotte 
University  of  North  Carolina  at  Greensboro 
University  of  North  Carolina  at  Wilmington 
Western  Carolina  University 
Winston-Salem  State  University 
North  Carolina  Educational  Facilities  Finance  Agency 
North  Carolina  Housing  Finance  Agency 
North  Carolina  Industrial  Facilities  and 
Pollution  Control  Financing  Authority 
North  Carolina  Medical  Care  Commission 
North  Carolina  State  Ports  Authority 
North  Carolina  Eastern  Municipal  Power  Agency 
North  Carolina  Municipal  Power  Agency  No.  1 
North  Carolina  Battleship  Commission 
Total 


$59,892,000 

47,754,500 

6.573.000 
3,090,669 

11.453.000 

550.000 

1.500.000 
63,429,701 

330.000 

12.745.000 
231,136,405 

58,723,475 

43.050.000 
22,669,708 

9,235,500 

12.660.000 
360,663,974 1 
778,461,0002 


11,710,0003 

1,817,360,0284 

15,890,000 

3,571,465,061 

2,473,682,000 

170.000 


^his  indebtedness  is  created  pursuant  to  authority  granted  to  the  North  Carolina  Educational  Facilities 
Finance  Agency  to  issue  revenue  bonds  for  institutions  of  higher  education  as  authorized  by  G.S.  Chapter 
115E. 

2This  indebtedness  is  created  pursuant  to  authority  granted  to  the  North  Carolina  Housing  Finance  Agency 
to  issue  revenue  bonds  for  housing  for  families  of  lower  and  moderate  income  as  authorized  by  G.S.  122A-8. 

3This  indebtedness  is  created  pursuant  to  authority  granted  to  the  North  Carolina  Industrial  Facilities  and 
Pollution  Control  Financing  Authority  to  issue  revenue  bonds  for  industrial  facilities  as  authorized  by  G.S. 
Chapter  159D. 

4This  indebtedness  is  created  pursuant  to  authority  granted  to  the  North  Carolina  Medical  Care  Commis- 
sion to  issue  revenue  bonds  for  health  care  facilities  as  authorized  by  G.S.  131A. 

Source:  Chief  fiscal  officer  of  each  authority  or  institution. 
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Table  12 


VALUATION  BALANCE  SHEET 
SHOWING  THE  ASSETS  AND  LIABILITIES  OF  THE 
NORTH  CAROLINA  TEACHERS'  AND  STATE  EMPLOYEES’ 

RETIREMENT  SYSTEM 


ASSETS 

Current  Assets: 

Annuity  Savings  Fund 
Pension  Accumulation  Fund 

Total  Current  Assets 

Future  member  contributions  to  Annuity 
Savings  Fund 

Prospective  contributions  to  Pension 
Accumulation  Fund 
Normal  contributions 
Accrued  liability  contributions 
Undistributed  gain  contributions 
Total  Prospective  Contributions 
Total  Assets 


LIABILITIES 

Annuity  Savings  Fund: 

Past  member  contributions 
Future  member  contributions 

Total  Contributions  to  Annuity  Savings  Fund 

Pension  Accumulation  Fund: 

Benefits  currently  in  payment 
Benefits  to  be  paid  to  current  active  members 
Reserve  for  increases  in  retirement  allowances 
effective  July  1,  1996  (July  1,  1995  for 
December  31,  1994  figures) 

Reserve  from  undistributed  gains 
Total  Benefits  Payable  From  Pension 
Accumulation  Fund 
Total  Liabilities 


December  31,  1995 

December  31,  1994 

$ 4,568,684,016 
17.609.907.769 

$22,178,591,785 

$ 4,281,610,432 
16.113.346.869 

$20,394,957,301 

$4,315,876,344 

$ 4,143,171,462 

$ 4,315,876,344 
485,158,036 
409.257.252 

$ 5.210.291.632 

$31,704,759,761 

$ 3,784,096,602 
513,777,000 
561.237.514 

$ 4.859.111.116 

$29,397,239,879 

$ 4,568,684,016 
4.315.876.344 

$ 8,884,560,360 

$ 4,281,610,432 
4.143.171.462 

$ 8,424,781,894 

$ 8,608,258,717 
13,412,738,637 

$ 7,752,424,786 
12,401,973,357 

389,944,795 

409.257.252 

256,822,328 

561.237.514 

$22,820,199,401 

$31,704,759,761 

$20,972,457,985 

$29,397,239,879 
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Table  13 


VALUATION  BALANCE  SHEET 
SHOWING  THE  ASSETS  AND  LIABILITIES  OF  THE 
NORTH  CAROLINA  LOCAL  GOVERNMENTAL  EMPLOYEES’ 

RETIREMENT  SYSTEM 


ASSETS 

Current  Assets: 

Annuity  Savings  Fund 
Pension  Accumulation  Fund 
Total  Current  Assets 

Future  member  contributions  to  Annuity 
Savings  Fund 

Prospective  contributions  to  Pension 
Accumulation  Fund 
Normal  contributions 
Accrued  liability  contributions 
Undistributed  gain  contributions 
Total  Prospective  Contributions 
Total  Assets 


LIABILITIES 

Annuity  Savings  Fund: 

Past  member  contributions 
Future  member  contributions 

Total  Contributions  to  Annuity  Savings  Fund 

Pension  Accumulation  Fund: 

Benefits  currently  in  payment 
Benefits  to  be  paid  to  current  active  members 
Reserve  for  increases  in  retirement  allowances 
effective  July  1,  1996  (July  1,  1995  for 
December  31,  1994  figures) 

Reserve  from  undistributed  gains 
Total  Benefits  Payable  From  Pension 
Accumulation  Fund 
Total  Liabilities 


December  31,  1995 

December  31,  1994 

$ 1,299,982,043 
4.111.185.422 

$5,411,167,465 

$ 1,192,414,634 
3.718.746.072 

$4,911,160,706 

$ 1,619,013,930 

$ 1,449,206,508 

$ 1,146,706,025 
61,803,111 
81.732.010 

$1,290,241,146 

$8,320,422,541 

$ 993,171,719 

60,795,738 
106.110.919 

$1,160,078,376 

$7,520,445,590 

$ 1,299,982,043 
1.619.013.930 

$2,918,995,973 

$ 1,192,414,634 
1.449.206.508 

$2,641,621,142 

$ 1,759,083,951 
3,481,536,952 

$ 1,536,380,046 
3,184,701,426 

79,073,655 

81.732.010 

51,632,057 

106.110.919 

$5,401,426,568 

$8,320,422,541 

$4,878,824,448 

$7,520,445,590 
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Table  14 


VALUATION  BALANCE  SHEET 
SHOWING  THE  ASSETS  AND  LIABILITIES  OF  THE 
NORTH  CAROLINA  CONSOLIDATED  JUDICIAL  RETIREMENT  SYSTEM 


ASSETS  December  31,  1995  December  31,  1994 


Current  Assets: 


Annuity  Savings  Fund 

$ 20,005,028 

$ 

19,263,363 

Pension  Accumulation  Fund 

144.353.577 

132.102.546 

Total  Current  Assets 

$164,358,605 

$151,365,909 

Future  member  contributions  to  Annuity  Savings  Fund 

$ 29,261,498 

$ 

28,322,774 

Prospective  contributions  to  Pension  Accumulation  Fund 

Normal  contributions 

$ 72,183,707 

$ 

69,743,871 

Accrued  liability  contributions 

10,768,204 

10,365,951 

Undistributed  gain  contributions 

2.271.018 

4.033.165 

Total  Prospective  Contributions 

$ 85.222.929 

i. 

84.142.987 

Total  Assets 

S278.843.032 

S263.831.670 

LIABILITIES 

Annuity  Savings  Fund: 

Past  member  contributions 

$ 20,005,028 

$ 

19,263,363 

Future  member  contributions 

29.261.498 

28.322.774 

Total  Contributions  to  Annuity  Savings  Fund 

$ 49,266,526 

$ 

47,586,137 

Pension  Accumulation  Fund: 

Benefits  currently  in  payment 

$ 75,152,381 

$ 

67,619,272 

Benefits  to  be  paid  to  current  active  members 

Reserve  for  increases  in  retirement  allowances 

148,822,338 

143,249,648 

effective  July  1,  1996  (July  1,  1995  for 

December  31,  1994  figures) 

3,330,769 

1,343,448 

Reserve  from  undistributed  gains 

Total  Benefits  Payable  From  Pension 

2.271.018 

4.033.165 

Accumulation  Fund 

$229,576,506 

$216,245,533 

Total  Liabilities 

$278,843,032 

$263,831,670 
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Table  15 


VALUATION  BALANCE  SHEET 
SHOWING  THE  ASSETS  AND  LIABILITIES  OF  THE 
NORTH  CAROLINA  FIREMEN'S  AND 
RESCUE  SQUAD  WORKERS'  PENSION  FUND 

(June  30,  1995) 


ASSETS  Firemen's 

Current  Assets: 

Annuity  Savings  Fund  $ 14,059,807 

Pension  Accumulation  Fund  84,696,609 

Total  Current  Assets  $ 98,756,416 

Future  member  contributions  to  Annuity 
Savings  Fund 

Prospective  contributions  to  Pension 
Accumulation  Fund 
Normal  contributions 
Accrued  liability  contributions 

Total  Prospective  Contributions 
Total  Assets 


$ 17,627,190 


$ 17,612,526 
43,352,745 

$ 60.965.271 

81 77.348.877 


LIABILITIES 

Annuity  Savings  Fund: 

Past  member  contributions 
Future  member  contributions 

Total  Contributions  to  Annuity 
Savings  Fund 

Pension  Accumulation  Fund: 

Benefits  currently  in  payment 

Benefits  to  be  paid  to  current  active  members 

Total  Benefits  Payable  From  Pension 
Accumulation  Fund 
Total  Liabilities 


$ 14,059,807 
17,627,190 

$ 31,686,997 


$ 75,913,101 
69,748,779 

$145.661.880 

$177.348.877 


Rescue  Squad 
Workers' 


$ 1,500,671 
9,938,624 

$11,439,295 


$ 1,980,828 


$ 1,912,620 
4,095,619 

$ 6.008.239 

$19.428.362 


$ 1,500,671 
1,980,828 

$ 3,481,499 


$ 8,057,927 
7,888,936 

$15.946.863 

$19.428.362 
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The  Department  of  State  Treasurer  has  printed  1,500  copies  of  this  public  document  at  a cost  of 
$5,985.00,  or  $3.99  per  copy.  If  you  do  not  wish  to  remain  on  the  mailing  list  to  receive  this  publica- 
tion, please  complete  the  section  below  and  mail  it  immediately  to: 


Harlan  E.  Boyles 

Treasurer,  State  of  North  Carolina 
325  North  Salisbury  Street 
Raleigh,  North  Carolina  27603-1385 


TEAR  HERE 


Please  discontinue  sending  the  "Annual  Report"  of  the  State  Treasurer 
of  North  Carolina  to:  (please  print  or  type  name  and  address) 

NAME  

ADDRESS 

CITY  STATE  ZIP 

SIGNATURE 


270068 


